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Dear Fellow Shareholder,

We invite you to attend the Bank Mutual Corporation 2005 Annual Meeting of Shareholders, which will be
held at the Four Points Sheraton Milwaukee North Hotel, 8900 N, Kildeer Court, Milwaukee, Wisconsin at
10:00 a.m., Central Time, on Monday, May 2, 2005.

Bank Mutual Corporation’s Notice of Annual Meeting of Shareholders and Proxy Statement which are
~enclosed describe the business to be conducted at the Annual Meeting. If you plan to attend the Annual Meeting,
please check the box on the proxy form so that we can make the appropriate arrangements.

Also enclosed is a copy of Bank Mutual Corporation’s Summary Annual Report and attached to this Proxy
Statement is the Annual Report on Form 10-K for the year ended December 31, 2004.

YOUR VOTE IS YERY IMPORTANT. Whether or not you plan to attend the Annual Meeting, we urge
you to mark, sign, date and return your proxy form in the enclosed postage-paid envelope as soon as possible
to make sure that you are represented. This will not prevent you from voting in person at the Annual Meeting, but
will ensure that your shares will be represented if you are unable to attend.

Sincerely,

BANK MUTUAL CORPORATION

[ Ruizarn 7 GW

MICHAEL T. CROWLEY, JR.
Chairman, President and Chief Executive Officer




BANK MUTUAL CORPORATION

4949 West Brown Deer Road
Milwaukee Wisconsin 53223
(414) 354-1500

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD ON MAY 2, 2005

To the Shareholders of Bank Mutual Corporation:

The 2005 annual meeting of shareholders of Bank Mutual Corporation will be held on Monday, May 2,
2005, at 10:00 a.m., Central Time, at the Four Points Sheraton Milwaukee North Hotel, 8900 N. Kildeer Court,
Milwaukee, Wisconsin for the following purposes:

1) Electing three directors to serve for terms expiring in 2008 and one director for a term expiring in
2007;

(2) Ratifying the selection of Emst & Young LLP as independent auditors; and

(3) Transacting such other business as may properly come before the annual meeting or any
adjournment thereof.

The board of directors has fixed the close of business on March 3, 2005 as the record date for the
determination of shareholders entitled to notice of and to vote at the annual meeting and any adjournment thereof.
Only shareholders of record at the close of business on that date will be entitled to vote at the annual meeting.

We call your attention to the proxy statement accompanying this notice for a more complete statement
regarding the matters to be acted upon at the annual meeting. Please read it carefully.

By Order of the Board of Directors

Gogpe M rnern

Eugene H. Maurer, Jr.

Senior Vice President and Secretary
Milwaukee, Wisconsin
March 11, 2005

YOUR VOTE IS IMPORTANT

Your vote is important regardless of the number of shares you own. Whether or not you expect to
attend the annual meeting, please indicate your veting directions, sign, date and promptly return the
accompanying proxy, which is solicited by the Bank Mutual Corporation Board of Directors, using the
enclosed self-addressed envelope, which requires no postage if mailed in the United States. If for any reason
you should desire to revoke your proxy, you may do so at any time before it is voted at the annual meeting.



PROXY STATEMENT

BANK MUTUAL CORPORATION
4949 West Brown Deer Road
Milwaukee, Wisconsin 53223

(414) 354-1500

SOLICITATION AND YOTING

ThlS proxy statement and accompanying proxy are furmshed to the shareholders of Bank Mutual
Corporation (“Bank Mutual Corporation” or the “Company”) in connection with the solicitation of proxies by Bank
Mutual Corporation’s board of directors for use at the annual meeting of Bank Mutual Corporation shareholders on
Monday, May 2, 2005, and at any adjournment of that meeting. The 2004 summary annual report to shareholders, .
which accompanies this proxy statement, and the 2004 annual report.on Form 10-K, attached hereto, contain -
financial statements and certain other information concerning the Company. We are mailing the proxy materials to
shareholders beginning on or about March 18, 2005. :

.Record Date and Meeting Information. The board of directors has fixed the close of business on March 3,
2005 as the record date for the determination of shareholders entitled to notice of and to vote at the annual meeting
and any adjournment thereof. -Only holders of record of Company common stock, the only class of voting stock of
Bank Mutual Corporation outstanding, on the record date are entitled to notice of and to vote at the annual meeting.
Each share of common stock is entitled to one vote. At the record date, there were 68,964,713 shares of common
stock valldly issued and outstanding.

The board of directors of Bank Mutual Corporation knows of no matters to be acted upon at the annual
meeting other than as set forth in the notice attached to this proxy statement. If any other matters properly come
before the annual meeting, or any adjournment thereof, it is the intention of the persons named in the proxy to vote
such proxies in accordance with their best judgment on such matters. -

Voting Your Shares. Any shareholder entitled to vote at the annual meeting may vote either in person or by
a properly executed proxy. Shares represented by properly executed proxies received by Bank Mutual Corporation
will be voted at the annual meeting, or any adjournment thereof, in accordance with the terms of such proxies,
unless revoked. If no voting instructions are given on a properly executed proxy, the shares will be voted FOR the
election of management’s director nominees and FOR ratification of Ernst & Young LLP as independent auditors.

A shareholder may revoke a proxy at any time prior to the time when it is voted by filing a written notice of
revocation with the corporate secretary of the Company, by delivering a properly executed proxy bearing a later date
or by voting in person at the annual meetlng Attendance at the annual meeting will not in itself constitute
revocation of a proxy.

Shares in Dividend Reinvestment or Employee Plans. 1f a shareholder participates in the Company's
Dividend Reinvestment and Stock Purchase Plan (the “DRP”), the proxy also will serve as voting instructions for
the participant’s shares held in the DRP. Participants’ shares will be voted by the administrator of the DRP in
accordance with those voting instructions. If a participant does not return a proxy, the DRP administrator will not
vote that participant’s shares held in the DRP.

Any shareholder who owns shares through an investment in the Company Common Stock Fund of the
Bank Mutual Corporation 401(k) Plan (the “401(k) Plan™) will receive a separate blue proxy card, marked “401k,”
to instruct the 401(k) Plan’s administrator how to vote those shares. The administrator will vote shares in those
participants’ 401(k) Plan accounts in accordance with the voting instructions on the proxies. If a 401(k) Plan
participant does not return a proxy, the administrator will vote that participant’s shares in the 401(k) Plan in the
same proportion as the voting of all shares in the 401(k) Plan for which voting instructions have been received.



Any shareholder who owns shares through an allocation to that person’s account under the Bank Mutual
Corporatxon Employee Stock Ownership Plan (the "ESOP") will receive a separate green proxy card, marked
“ESOP,” to instruct the ESOP’s administrator how to vote those shares. The ESOP administrator, which is Bank
Mutual Corporation acting through its board, will vote shares allocated to those participants’ ESOP accounts in
accordance with the participant’s voting instructions on the proxies. The ESOP administrator may vote, at its
discretion, unallocated ESOP shares and any allocated ESOP shares which are not voted by the individuals to whom
they are allocated. Tt is expected that those shares will be voted for all nominees and proposals.

Quorum and Required Vote. A majority of the votes entitled to be cast by the shares entitled to vote,

. represented in person or by proxy, will constitute a quorum of shareholders at the annual meeting. Shares for which
authority is withheld to vote for director nominees and broker non-votes (i.e., proxies from brokers or nominees
indicating that such persons have not received instructions from the beneficial owners or other persons entitled to
vote shares as to a matter with respect to which the brokers or nominees do not have discretionary power to vote)
will be considered present for purposes of establishing a quorum. The inspectors of election appointed by the board
of directors will count the votes and ballots at the annual meeting.

A plurality of the votes cast at the annual meeting by the holders of shares of common stock entitled to vote
is required for the election of directors. In other words, the individuals who receive the largest number of votes are
elected as directors up to the maximum number of directors in a class to be chosen at the annual meeting. With
respect to the election of directors, any shares not voted, whether by withheld authority, broker non-vote or
otherwise, will have no effect on the election of directors except to the extent that the failure to vote for an
individual results in another individual receiving a comparatively larger number of votes.

Expenses and Solicitation. Expenses in connection with the solicitation of proxies will be paid by the
Company. Proxies will be solicited principally by mail, but may also be solicited by the directors, officers and other
employees of the Company in person or by telephone, facsimile or other means of communication. Those directors,
officers and employees will receive no compensation therefor in addition to their regular compensation, but may be
reimbursed for their related out-of-pocket expenses. Brokers, dealers, banks, or their nominees, who hold common
stock on behalf of another will be asked to send proxy -material and related documents to the beneficial owners of
such stock, and the Company will reimburse those persons for their reasonable expenses.

Corporate Background. Bank Mutual Corporation is a Wisconsin-chartered corporation which is the
successor pursuant to a restructuring transaction of the federally-chartered mutual holding company subsidiary
holding company of the same name. In October 2003, the mutual holding company form of ownership ended, and
Bank Mutual Corporation became a fully shareholder-owned corporation. All share information in this proxy
statement has been:adjusted to reflect the related conversion of each old share of Company common stock into
3.6686 shares of new common stock. In this proxy statement: “Bank Mutual Corporation” and the "Company" refer
to both the new Wisconsin-chartered corporation and to its federally-chartered predecessor; the “Bank” refers to its
subsidiary bank, named “Bank Mutual” (formerly named “Mutual Savings Bank”); “First Northern” refers to First
Northern Savings Bank, which was a Company subsidiary until it was merged into the Bank in March 2003; and the
"MHC" refers to Bank Mutual Bancorp, MHC, the former mutual holding company of Bank Mutual Corporation.




SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS

The table below sets forth 1nforrnat10n regarding the beneﬁcml ownership of Bank Mutual Corporation

common stock as of the date hereof by each director and nominee for director, by each executive officer named in
the Summary Compensation Table below and by all directors and executive officers of the Company as a group.
The table also includes information as to the only known 5% or greater shareholder of the Company.

Number of Shares and

Nature of Beneficial Percent

Name of Beneficial Owner Ownership (1}(2) of Class
P. Terry Anderegg.....ccovnercriincnninincns 303,655 *
Thomas H. Buestrin .......ccccoeevnrvevinennn, - 213,206 *
Christopher J. Callen.......cccovvrnnneenee. o 295,851 *
Rick B. Colberg......cccocvrmrecracrerereanunnan 313,857 *
Michael T. Crowley, Jr...coenveininiinins 1,884,617 2.8%
Raymond W. Dwyer, JT....cccniinnnn 91,831 *
Mark C. HeIT....ccococniincncrecenrcceccrinens 117,603 *
Thomas J. Lopina, Sr. ....cccocriicrinncnncnnn, 236,914 *
Eugene H. Maurer, JT. ..ocoooevivcciennrenes 297,782 *
William J. MielKe......coooevieeevinirirecerennan. 319,459 *
Robert B. Olson........ooovovvevveeieeviriviiinenns 513,463
David J. Rolfs......ccooeevvceriiieevreceecies 145,091
J. Gus Swoboda........ccooeevvvenrenriniienne ‘ 248,289
All directors and executive officers

as a group (14 persons) (3)(4) ............ 7,091,056 10.2%
Michael T. Crowley, St. (5) «ecvevveninennn . 357,339 *
Advisory Research, Inc (6). ........... peveens 4,256,350 6.3%

M
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Less than 1.0%. Percentages are based on shares outstanding on the date hereof.

. Unless otherwise noted, the specified persons have sole voting and dispositive power as to the shares.

Beneficial ownership of the following shares is shared: Mr. Buestrin — 69,823 shares; Mr. Crowley Jr. —
84,570; Mr Dwyer —9,314; Mr. Lopina - 31,213; Mr. Olson — 395,760; Mr. Rolfs — 42,188; Mr. Swoboda
~119,977; group — 2,633,656; Mr. Crowley Sr. - 3,668. See also notes (3) and (4) below.

- Includes the following shares subject to options granted under the Company's 2001 Stock Incentive Plan

{the “2001 Plan”) or the 2004 Stock Incentive Plan (the “2004 Plan”) exercisable within 60 days of the date
hereof: Messrs. Anderegg, Callen and Maurer — 152,068 shares each; Messrs. Buestrin, Mielke, Olson and
Swoboda - 74,697 each; Mr. Colberg —~ 147,568; Mr. Crowley Jr. — 586,432; Messrs. Dwyer, Lopina and
Rolfs — 30,674 each; Mr, Herr — 67,590; all directors and executive officers as a group — 1,797,922; Mr.
Crowley Sr. — 89,372, All restricted shares awarded under the 2001 and 2004 Plans, whether or not vested,
are included as beneficially owned because recipients have voting rights as to them.

The total for the group (but not any individual) includes 1,762,614 unallocated shares held in the ESOP, as
to which voting and dispositive power is shared. As administrator, the Company (through its Board) may
vote, in its discretion, shares which have not yet been allocated to participants. Employees may vote the
shares allocated to their accounts; the administrator will vote unvoted shares in its discretion. Allocated
shares are included only if allocated to named executive officers, in which case they are included in those
individuals' (and the group's) beneficial ownership. Also includes 61,246 shares held under the Benefit
Restoration Plan in which officers share beneficial ownership of shares held for the accounts of others.
Because the 401(k) Plan permits participants to vote shares and make investment decisions, except for
certain takeover offers, shares held in the 401(k) Plan are included only if held in the accounts of named
persons, even though certain of the officers are trustees or administrators of one of the plans.

Mr. Crowley Sr. retired as a director of the Company on December 31, 2004. He is not an executive officer
of the Company, but remains Chairman, a director and an employee of the Bank.



(6) In a report on Schedule 13G filed on February 15, 2005, Advisory Research, Inc. reported sole voting
power and sole dispositive power as to 4,236,350 shares of Company common stock. Advisory Research,
an investment advisor, is located at 180 North Stetson Street, Suite 5500, Chicago IL 60601.

The above beneficial ownership information is based on data furnished by the specified persons and is
determined in accordance with Rule 13d-3 under the Securities Exchange Act, as required for purposes of this proxy
statement. It is not necessarily to be construed as an admission of beneficial ownership for other purposes. *'

ELECTION OF DIRECTORS

The bylaws provide that the number of directors of Bank Mutual Corporation shall be between seven and
thirteen, as determined by the board of directors. At each annual meeting the term of office of one class of directors
expires and a class of directors is elected to serve for a term of three years or until their successors are elected and
qualified. At this time, board has set the number of directors at nine. Messrs. Herr, Lopina, Olson and Rolfs, the
~ directors whose terms expire at the annual meeting, are being nominated for re-election as directors.

Michael T. Crowley Sr., a director of the Company since its formation in 2000 and an employee, director
and/or executive officer of the Bank for over 70 years, retired on December 31, 2004 as a director of the Company.
The Board of Directors wishes to thank Mr. Crowley Sr. for his service to the Company. While the Board will miss
his counsel as a director of the Company, Mr. Crowley Sr. remains a director and executive officer of the Bank.

The Company’s bylaws require that each of the three classes of directors be as nearly equal in number as
possible. Mr. Crowley Sr. was previously a director in the class whose term expires at the 2007 annual meeting.
Since the Board has determined not to propose at this time a new nominee for the position left unoccupied as a result
of his retirement, the three classes became unequal in size. To equalize the classes, Mr. Herr, whose term expires at
the 2005 annual meeting, has agreed to stand for election for the class of directors whose terms will expire at the
2007 annual meeting rather than standing for the class whose term expires in 2008. If elected, the other three
nominees will continue in the class whose terms expire in 2008. Under the bylaws, the board may appoint a new
director to fill a vacancy which occurs between annual meetings, including a vacancy which would result from a
later determination to increase the size of the board.

Shares represented by proxies will be voted FOR the election of the nominees unless otherwise specified by
the executing shareholder. If any nominee declines or is unable to act as a director, which we do not foresee,
proxies may be voted with discretionary authority for a substitute nominee designated by the board. Information
regarding the nominees and the directors whose terms continue is set forth in the following table. The board of
directors unanimously recommends that shareholders vote FOR the election of the director nominees listed below.

Principal Occupation and Director
Name and Age Business Experience (1) : Since (2)

" Nominees for Terms expiring in 2008

Thomas J. Lopina, Sr. Associate, Spectrum Solutions, Inc., small business 1979
67 (3) : : consulting firm
Robert B. Olson, Consultant (self-employed); prior to 2000, Executive 1997
67 (4) Vice President, Vice President of Operations and other
' officer positions, Little Rapids Corporation, specialty

paper producer
David J. Rolfs, ' Retired; prior thereto, president of ABCO Dealers Inc., 1984
833D B - health care industry

Nominee for Term expiring in 2007

Mark C. Herr, 52 Partner, Plunkett Raysich Architects LLC (7) 2001

4.




Principal Occupation and Director

Name and Age . - Business Experience (1) Since (2)

Continuing Directors—Terms expire in 2006

Thomas H. Buestrin, President of Buestrin, Allen & Associates Ltd., real 1995
68 (4) estate investment, management and development
Michael T. Crowley, I, Chairman and CEO of the Company since 2000, and 1970
62 (6) President since 2003; President and CEO of the Bank

(8) (%)
William J. Mielke, President and CEO of Rueken & Mielke Inc., » 1988
573) (4)(5) . engineering

Continuing Directors - Terms expire in 2007

Raymond W. Dwyer, Jr, - Retired; prior thereto architect with R.W. Dwyer 1957
81 (3) (5)(6) . Architects

J. Gus Swobdda, ‘ Retired‘;‘prior thereto, Senior Vice President, Human 1987
70 (5) (6) and Corporate Development, Wisconsin Public Service

Corporation, electric and gas utility

)
@
3)
@)
)
6)
%
(8)

®

Unless otherwise noted, all directors have been employed in their respective principal occupations listed for
at least the past five years.

Indicates the date when director was first elected to the board of the Company, the Bank or First Northern,
as the case may be. Each of these persons, other than Mr. Herr, became a director of the Company in 2000.
Member of the Compensation Committee, of which Mr. Rolfs is Chairman.

Member of the Audit Committee, of which Mr. Mielke is Chairman.

Member of the Nominating Committee, of which Mr. Mielke is chairman.

Member of the Executive Committee, of which Mr. Crowley Jr. is Chairman.

From time to time, Plunkett Raysich Architects LLC and its affiliates provide services to the Bank. See
“Certain Transactions with the Company — Architectural Fees.”

Also was a director of PULSE EFT Association, an ATM network operator of which the Bank was a
member until PULSE’s sale in January 2005.

Mr. Crowley Sr., formerly a director of the Company and remaining as Chairman and a director of the
Bank, is the father of Mr. Crowley Jr. As a consequence of Mr. Crowley Sr.’s service on the Company’s
board in 2004, his compensation information is included in this proxy statement. Michael T. Crowley 11,
the adult son of Mr. Crowley Jr., is the Vice President/Bank Office Administration/Southeast Region of the
Bank. In 2004, his salary was $76,900, plus a bonus of $11,362 under the Bank's incentive plan; he also
participates in other Bank benefit plans. In 2004, Mr. Crowley III also received options to purchase 20,000
shares at $10.673 per share and 8,000 shares of restricted stock under the 2004 Plan. Mr. Crowley III does
not have an employment agreement.

Board Meetingé and Committees

The Bank Mutual Corporation board of directors met four times during 2004. Messrs. Buestrin, Dwyer,

Lopina, Mielke, Olson, Rolfs and Swoboda are considered “independent” under Nasdaq Stock Market rules, and all
members of the Audit, Compensation and Nominating Committees are “independent.” As part of the board
meetings, independent directors regularly met without management or non-independent directors present. Each
director attended at least 75% of the total of the number of meetings of the board and the number of meetings of all
committees of the board on which such director served during the year.

-5-



The Audit Committee met six times in 2004, On behalf of the Audit Committee, Mr. Mielke, its chair, also
regularly consulted with the independent auditors about the Company's periodic public financial disclosures, and
participated in ten calls relating to SEC documents and financial disclosures. See also “Report of the Audit
Committee” and "Independent Auditors" for other information pertaining to the Audit Committee.

The Board believes that all of the members of the Audit Committee have sufficient experience, knowledge
and other personal qualities to be "financially literate” and be active, effective and contributing members of the
Audit Committee. For example, Mr. Buestrin was for seven years a member of the board of directors of the Federal
Home Loan Bank of Chicago, and served for several years on its audit committee and, at its request, on the boards
of several savings institutions. Both Messrs. Mielke and Buestrin have served as executive officers of their
companies, and in those positions have regularly had responsibility for their companies’ financial affairs as well as
financial matters for projects undertaken by their companies. Mr. Olson has served as an executive officer of a
manufacturing company, and for many years was the chief operating officer of one of its divisions. As such, Mr.
Olson had primary responsibility for financial performance and reporting of that division. Mr. Rolfs has also
occupied executive positions which have included financial elements. While all the members of the Audit
Committee have substantial experience and knowledge, and at least Messrs. Mielke, Buestrin and Olson are
"financially sophisticated" within Nasdaq Stock Market rules, the Board does not believe that any of these members
meet the SEC's specific definition of "audit committee financial expert." However, the Board believes that because
the members have .qualities and experience which are not captured within the specific definition, and because of
their past effectiveness as members of the Board and the Committee, it is appropriate that the Audit Committee not
have such an "audit committee financial expert" under the current conditions and circumstances and that the board
not add a member simply to include another person who would fit within that particular definition.

The Compensation Committee held five meetings during 2004. The Compensation Committee reviews,
and either establishes or recommends to the board: compensation policies and plans; salaries, bonuses and benefits
for all officers; salary and benefit levels for employees; determinations with respect to stock options and restricted
stock awards; and other personnel policies and procedures. See also “Compensation Committee Report" and
"Compensation Committee Interlocks and Insider Participation” under "Executive Compensation” for other
information pertaining to the Compensation Committee. '

The Nominating Committee met once in 2004. The Nominating Committee considers nominees for
director positions and also evaluates and oversees some other corporate governance and related issues. The
Nominating Committee will identify nominees based upon suggestions by outside directors, management members
and/or shareholders. The selection criteria for membership on Bank Mutual Corporation’s board of directors, which
were confirmed by the board in connection with the formation of the Nominating Committee, include: strength of
character and judgment; honesty and integrity; a diversity of education and experience with business and other
organizations; and interplay of the candidates' experience with the experience of other board members. Nominees
must have a background which demonstrates an understanding of business and financial affairs. A first-time
nominee should be highly respected and active in his profession. A nominee must be a Company shareholder, and
the willingness to hold a significant position in Company stock will be considered. A nominee must be capable and
able to work well with other directors and management and be able to spend the time needed to function effectively
as a director. "The nominee must have a genuine interest in representing the interests of the Company and the
shareholders overall, not any particular interest group. The nominee should not have conflicts of interest which
would interfere with that person's duty of loyalty. The Company has not paid any third party fee to assist in the
process of identifying or evaluating director nominees. '

The Nominating Committee will consider proposed nominees whose names are submitted to it by
shareholders, and it does not intend to evaluate proposed nominees differently depending upon who has made the
proposal. If a shareholder wishes to suggest a proposed name for Committee consideration, the name of that.
nominee and related personal information should be forwarded to the Nominating Committee, in care of the
corporate Secretary, at least five months before the next annual meeting to assure time for meaningful consideration
by the Committee. However, the Committee has not adopted a more formal process for that consideration because it
believes that an informal consideration process is likely to be adequate given the lack of suggestions received in the
past. The Committee intends to review periodically whether a more formal policy should be adopted. See also
*“Shareholder Proposals and Notices” for bylaw requirements for nominations. The Company has not received any
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proposed nominees which have been suggested by eligible 5%-or-greater security holders contemplated by relevant
SEC disclosure requirements, or rejected any such nominees.

The Executive Committee, which also included Mr. Crowley Sr., did not meet in 2004. The Executive
Committee may act on most matters on behalf of the entire board when action is necessary or appropriate on short
notice between board meetings. -

Bank Mutual Corporation has adopted charters for the Audit, Compensation and Nominating. Committees.
The Company will continue to respond to and comply with SEC and Nasdaq Stock Market proposals relating to
board committees as they are finalized, adopted and become effective. The Company posts copies of the charters
for its Audit, Compensation and Nominating Committees (including director selection criteria) and other corporate
governance documents on its website, at www.bankmutualcorp.com, under the link “Corporate Governance.” If any
of those documents are changed, or related documents adopted, those changes and new documents will be posted on
the Company's corporate website at that internet address.

Other Board and Corporate Governance Matters

Communications between Shareholders and the Board. Any shareholder communication which is sent to
the board in care of the Chief Executive Officer, corporate Secretary or another corporate officer is forwarded to the
board, unless the communication relates specifically to a customer inquiry or complaint in which shareholder status
is not relevant. The Chief Executive Officer and the corporate Secretary have been given the authority to conduct
that screening process and make that determination. The procedure has been unanimously approved by the board,
and was specifically approved by its independent members. Unless and until any other more specific procedures are
developed and posted on the Company corporate website, any communications to the board of directors should be
sent to it in care of the Chief Executive Officer or the corporate Secretary. - '

Director Attendance at Annual Shareholders’ Meeting. Bank Mutual Corporation expects all of its
directors to attend the annual meeting of shareholders. A board meeting is also held immediately after the annual
shareholders’ meeting to facilitate directors’ attendance at both. All directors attended the 2004 annual meeting of
shareholders.

Code of Ethics. As a long-standing part of its and the Bank's corporate governance practices, the Bank has
had for many years a code of ethics. Bank Mutual Corporation has built on that code to reflect current
circumstances and SEC and Nasdaq definitions for such codes, and has adopted a vision statement and a code of
ethics for itself, the Bank and other subsidiaries. Among other things, the code of ethics and code of conduct
include provisions regarding honest and ethical conduct, conflicts of interest, full and fair disclosure, compliance
with law, and reporting of and sanctions for violations. . The codes apply to all directors, officers and employees of
Bank Mutual Corporation and subsidiaries. The Company has posted copies of its vision statement and code of
ethics, including the related code of conduct, on its corporate website, at www.bankmutualcorp.com, under the link
*Corporate Governance.” If further matters are documented, or if those documents (including the code of ethics and
the code of conduct) are changed, waivers from the code of ethics or the code of conduct are granted, or new
procedures are adopted, those new documents, changes and/or waivers will be posted on the corporate website at

- that internet address.



DIRECTORS’ COMPENSATION
Meeting Fees

The Company. In 2004, Bank Mutual Corporation's directors who are not officers received a $12,000
annual retainer for serving as a member of the Board of Directors. Each director also received a fee of $1,200 per
board meeting attended, and each non-officer director received a $500 fee for each meeting attended of a committee
of which the director is a member. For purposes of fees, meetings include conference calls in which committee
chairs and/or other representatives participate to review Company disclosures and filings. The current fees remain
in effect for 2005, except that the Chairman of the Audit Committee will now receive $1,000 for each meeting.
Some directors of the Company also serve -as a director of the Bank; compensation for service on the Bank's Board
of Directors is described below.

The Bank. The Bank does not pay a retainer fee to its directors. Each director received a $1,000 fee for
each board meeting attended. In 2004, each non-officer received a $1,000 fee for attending an executive commiftee
meeting. For 2005, the fees remain unchanged. Messrs. Buestrin, Crowley Jr., Crowley Sr., Dwyer, Herr, Mielke
and Rolfs were directors of the Bank, and Messrs. Crowley Jr., Crowley Sr., Buestrin, Dwyer and Rolfs were
members of the Bank's executive committee, in 2004; all continue as such in 2005.

2001 and 2004 Stock Incentive Plans

Bank Mutual Corporation directors are eligible to participate in the 2001 Plan and the 2004 Plan. Pursuant
to each of these plans and OTS regulations; no individual may receive more than 25% of the shares which can be
issued under the 2001 Plan on the 2004 Plan, and non-employee directors as a group are limited to not more than
30% of the shares which can be issued under either plan, and individually to not more than 5%. In 2004, each non-
employee director and Mr. Crowley Sr. received 32,000 shares of restricted stock, with a value of $10.673 per share
on the date of grant, and options to purchase 80,000 shares at $10.673 per share, under the 2004 Plan. There were
no grants or awards to directors in 2002 or 2003. See “Executive Compensation” for grants to Mr. Crowley Jr. and
other executive officers. The options and grants vest 20% per year, becoming fully vested after five years, subject to
accelerated vesting in the event of a change in control, death or disability, and the administering committee’s
discretion under the 2001 Plan to waive conditions to exercise.

Deferred Plans for Directors

The Bank. The Bank maintains a deferred retirement plan for non-officer directors. Non-officer directors
of the Bank who have provided at least five years of service will be paid $1,000 per month for 10 years (or, if less,
the number of years of service on the board) after their retirement from the Bank board or age 65, whichever is later.
All of the existing eligible directors’ benefits (other than Mr. Herr’s) have vested. In the event a director dies prior
to completion of these payments, payments will go to the director’s heirs. The Bank has funded these arrangements
through “rabbi trust” arrangements, and based on actuarial analyses believes these obligations are adequately
funded. The Bank's directors’ deferred retirement plan includes provisions whereby the directors may forfeit their
benefits for matters specified in the plan which are adverse to the Bank. The plan may be amended by the Bank’s
board of directors, although a plan amendment may generally not impair the rights of persons who are receiving
benefits under the plan.

First Northern. A similar plan of First Northern terminated upon its merger into the Bank in 2003. Messrs.
Lopina, Olson and Swoboda have vested benefits under that plan, but will not accrue further benefits. That plan
provides for monthly payments of $1,000 for 180 months or until the director’s death if earlier. If the director dies
after benefits have commenced, but prior to the receipt of 36 monthly payments, the benefit will continue to the
director’s beneficiary for the duration of the 36-month period. Payments under that plan began in 2003 to Messis.
Lopina, Olson and Swoboda as a consequence of the merger of First Northern into the Bank.

Crowley Sr. Deferred Compensation Agreement. The Bank has maintained a deferred compensation
arrangement with Mr. Crowley Sr. for over 20 years under which it agreed to defer part of Mr. Crowley Sr.’s
compensation in exchange for compensation payments at the later date. The precise provisions have been modified




from time to time, most recently in 1998. To fund this obligation, the Bank purchased a life insurance policy on Mr.
Crowley Sr. The policy is fully paid, and the Bank believes the arrangement is fully funded.

Upon Mr. Crowley Sr.’s retirement, he will receive a life income in monthly installments, with a minimum
of 240 installments. The monthly installments will be equal to the amount that would be payable to the.-Bank under
the life insurance policy if the Bank were to exercise a settlement option under the policy for monthly life income,
with a 240 month period certain, with payments commencing as of the date of Mr. Crowley Sr.’s retirement. If Mr.
Crowley Sr. were to die before retirement or receipt of 240 monthly payments, the amounts otherwise payable to
him will be paid in equal shares to his two children (including Mr. Crowley Jr.) or to their survivors. Under certain
circumstances, the Bank may elect to make a lump sum or other type of payment to Mr. Crowley Sr. or his heirs,
which would be based upon other forms of payment which may be available under the life insurance policy.

Other

See “Executive Compensation” for compensation paid to, and other compensatory agreements with,
Messrs. Crowley Sr. and Crowley Jr. as current or former executive officers and employees of Bank Mutual
Corporation, the Bank and/or the MHC. Although Mr., Crowley Sr. is not an executive officer of Bank Mutual
Corporation, his compensation as a Bank officer is reported in the section discussing executive compensation for
ease of reference.

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Under the federal securities laws, Bank Mutual Corporation’s directors, its executive officers and any
person holding more than 10% of the common stock are required to report their initial ownership of the common
stock and any change in that ownership to the SEC. Specific due dates for these reports have been established and
the Company is required to disclose in this proxy statement any failure to file such reports by these dates during the
last year.

The Company believes that all of these filing requirements were satisfied on a timely basis for the year

ended December 31, 2004. In making these disclosures, the Company has relied solely on written representations of
its directors and executive officers and copies of the reports that they have filed with the SEC.
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EXECUTIVE COMPENSATION
Summary Compensation Table

The following table sets forth information concerning the total compensation of the chief executive officer
and the other four most highly compensated Company executive officers for services in all capacities for the last -
three fiscal years. The information includes service to, and payments by, the Company and its subsidiaries.

Information is also presented for Mr. Crowley Sr. who is an executive officer of the Bank, and was an
executive officer of the MHC, the mutual holding company which controlled the Company until the October 2003
restructuring transaction, and was a director of the Company until December 31, 2004. He is not an executive
officer of the Company itself and therefore is not required to be included in this table; however, his compensation is
reported here, for ease of reference, as a consequence of his service as a Company director during 2004.

Long-Term Compensation

Awards
Securities
Restricted Underlying All Other
Annual Compensation (1) Stock Awards Options Compensation
Name and Principal Positions Year Salary($)(2) Bonus($)(3) S¥4) #H(5) ($)(6)
Michael T. Crowley, Jr. 2004 $636,800 $122,140 $2,988,440 700,000 $ 147,080
Chairman, President and CEO of 2003 $645,000 $ 94,240 - -- $134,172
the Company; President and CEO 2002 $611,153 $ 94962 - - $ 100,605
of the Bank .
Eugene H. Maurer, Jr. 2004 $164,250 $ 28,547 $ 426,920 100,000 $ 42,571
Senior VP and Secretary of the 2003 $158,250 $ 21,649 -- -- $ 36,174
Company; Senior VP and 2002 $153,297 $ 21,033 - - $ 26,795
Secretary/Treasurer of the Bank
P. Terry Anderegg 2004 $164,250 $ 27,955 $ 426,920 100,000 $ 42376
Senior VP- Retail and Operations 2003 $158,250 $ 21,649 - - $ 35318
of the Bank 2002 $149,395 $ 21,649 -- - $ 26,092
Christopher J. Callen 2004 $159,925 $ 27,219 $ 426,920 100,000 $ 41,564
Senior VP-Lending of the Bank 2003 $153,925 $ 21,057 - - $ 35,073
2002 $148,986 $ 20,482 - - $ 25,953
Rick B. Colberg 2004 $116,500 $ 20,655 $ 426,920 100,000 $ 30,122
Chief Financial Officer of the 2003 $107,500 $ 14,706 - - $ 27,591
Company 2002 $ 99,550 $ 29,200 - - $ 20916
Michael T. Crowley, Sr. 2004 $250,600 $ 33,278 $ 341,536 80,000 $ 60,447
Chairman of the Bank (7) 2003 $265,000 $ 36,480 - -- $ 53,717
2002 $257,283 $ 38,304 - - $ 41,162
1) While each of the named individuals received perquisites or other personal benefits in the years shown, the

value of these benefits is not specified, since they did not together exceed the lesser of $50,000 or 10% of
the individual’s salary and bonus in any year. See “Perquisites and Other Benefits” below.

2) Includes any directors’ fees paid to the individual.

3) Annual bonus amounts are earned and accrued during the years indicated and paid after the beginning of
the next calendar year.

4 Represents grants of restricted shares under the management recognition plan provisions of the 2004 Plan.

Shares vest over a five year period. The amounts represent the number of shares granted times the $10.673
average market price on the date of grant.
(5) Represents stock options granted under the 2004 Plan. No SARs have been granted thereunder.




(6) In 2004, includes employer contributions to the 401(k) Plan in the following amounts: Mr. Crowley Jr.--
~ $1,658; Mr. Maurer--$1,859; Mr. Anderegg--$1,552; Mr. Callen--$1,100; Mr. Colberg--$1,312; and Mr.
‘ Crowley Sr.--$1,842. Amounts also include the following 2004 ESOP allocations: Mr. Crowley Jr.--
$43,694; Mr. Maurer--$40,712; Mr. Anderegg--$40,824; Mr. Callen--$39,754; Mr. Colberg--$28,810; and
Mr. Crowley Sr.--$43,694. Also included in 2004 are the following Restoration Plan payments: Mr.
Crowley Jr.--$101,728; Mr. Callen--$710; and Mr. Crowley Sr.--$14,911.
) Mr. Crowley Sr. is an executive officer of the Bank, but not of Bank Mutual Comoranon Hewasa
director of Bank Mutual Corporation until December 31, 2004, when he retired from that position.

Stock Options and Equity Compensation Plans

Option/SAR Grants in Last Fiscal Year

‘The following table sets forth information with respect to options granted to the five executive officers and
one other person named in the Summary Compensation Table concerning options granted in fiscal 2004..

. Percent of
- Securities . Options/ ‘ o Realized Value at
Underlying SARs Assumed Annual
Options/ Granted to Rates of Stock Price
SARs Employees Exercise or ‘ Appreciation
. ‘ Granted in Fiscal Base Price Expiration for Option Term (2)
Name #() _Year (8/sh) Date 5% 10%
Michael T. Crowley, Jr. 700,000 40.2% $10.673 5/3/14 $4,698,535 $11,907,009
Eugene H. Maurer, Jr. 100,000 5.7 10.673 5/3/14 671,219 1,701,001
P. Terry Anderegg 100,000 5.7 10.673 5/3/14 671,219 1,701,001
Christopher J. Callen 100,000 57 10.673 5/3/14 671,219 1,701,001
Rick B. Colberg : 100,000 5.7 10.673 5/3/14 671,219 1,701,001
Michael T. Crowley, Sr. 80,000 - 4.6 10.673 5/3/14 536,975 1,360,801

(N No SARs have been granted; all grants reflect stock options under the 2004 Plan.
(2) + Assumes the stated appreciation from the date of grant.

Aggregated Option/SAR Exercises in Last Fiscal Year and Fiscal Ygar End Options_/SAR Values

The following table sets forth information with respect to the five executive officers and one other person
named in the Summary Compensation Table concerning options exercised in 2004 and the number and value of
options outgtanding at December 21, 2004.

¢

Number of
Securities Underlying Value of Unexercised

\ _ Shares Unexercised Options/ in the Money Options/

Name , Acquired on Value .SARs at FY-End (#)(2) -SARs at FY-End (8)(3)
’ Exercise (#) Realized (3)(1) Unexercisable/Exercisable = Unexercisable/Exercisable

Michael T. Crowley, Jr. 31,195 § 222870 970,009 /331,428 $3,468,363 /$2,791,771
Eugene H. Maurer, Jr. --- --- ' 166,035 / 99,051 © 741,659 / 887,938
P. Terry Anderegg --- --- 166,035 / 99,051 741,659 / 887,938
Christopher J. Callen --- - 166,035 / 99,051 741,659 / 887,938
Rick B. Colberg 2,500 22,536 ' 166,035 / 94,551 741,659 / 847,593
Michael T. Crowley, Sr.‘ 157,725 1,281,981 226,744 / . 0 1,435,232 / 0
1 ‘Represents the difference between the exercise price and the average of the high and low sales price on the

date of exercise.
(2) Represents options granted under the 2001 or 2004 Plan. No SARs have been granted
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3) Represents the difference between the exercise price and the $12.17 reported closing price of Company
common stock on the Nasdaq Stock Market on December 31, 2004, the last trading date of the fiscal year.

Defined Benefit Retirement Plans

The Company maintains a qualified defined benefit pension plan that covers substantially all employees
who are age 21 or over and who have at least one year of service. Pension benefits are based on the participant’s
average annual compensation (salary and bonus) and years of credited service to the Company and the Bank. Years
of credited service in the qualified defined benefit pension plan begin at date of participation in the plan. Benefits
are determined in the form of a ten year certain and life annuity.

Designated officers also participate in a supplemental non-qualified defined benefit pension plan. This
non-qualified plan provides monthly supplemental benefits to participants which will be paid out of the rabbi trust
established for this plan, or unsecured corporate assets. The amount of the non-qualified plan benefit in the form of
a ten year certain and life annuity is determined as:

. an amount calculated under the qualified defined benefit pension plan without regard to the
limitations imposed by the Internal Revenue Code on benefit or compensation amounts and
without regard to certain limitations on years of service; minus

. the pension benefit accrued in the qualified defined benefit pension plan.

The following table shows the estimated annual benefits payable in ten year certain and life annuity form
for participants retiring on their normal retirement date at age 65 with various combinations of years of service and
average annual compensation under the qualified defined benefit plan plus, for those officers eligible to participate,
the non-qualified plan.

Final Average
Compensation Years of Service

3 10 &) 20 VAS 30 33 ‘40
$100,000 $9,100 $18,100 $27200 $36,200 $47,800 $59,300 $70,900 $81,000
150,000 14,360 28,600 42,800 57,100 75,200 93,200 111,200 126,300
200,000 19,500 39,000 58,500 78,000 102,500 127,000 151,600 171,700
250,000 24,700 49,500 74,200 98,900 129,900 160,900 191,900 217,000
300,000 30,000 59,900 89,900 119,800 157,300 194,700 232,200 262,400
350,000 35,200 70,400 105,500 140,700 184,700 228,600 272,500 307,700
400,000 40,400 80,800 121,200 161,600 212,000 262,400 312,500 353,100
450,000 45,600 91,300 136,900 182,500 239,400 296,300 353,200 398,400
500,000 50,900 101,700 152,600 203,400 266,800 330,100 393,500 443,800
550,000 56,100 112,200 168,200 224,300 294,200 364,000 433,800 489,100
600,000 61,300 122,600 183,900 245,200 321,500 397,800 474,200 534,500
650,000 66,500 133,100 169,600 266,100 348,900 431,700 514,500 579,800
700,000 71,800 143,500 215,300 287,000 376,300 465,500 554,800 625,200
750,000 77,000 154,000 230,900 307,900 403,700 499,400 595,100 670,500
800,000 82,200 164,400 246,600 328,800 431,000 533,200 635,500 715,900
850,000 87,400 174,900 262,300 349,700 458,400 567,100 675,800 761,200

Years of service in the non-qualified defined benefit pension plan begin at date of hire, except as discussed
above. AtMarch 31, 2005, accrued years of service for officers named in the summary compensation table were:
Mr. Crowley Jr. - 37 years, Mr. Maurer - 22 years, Mr. Anderegg - 11 years, Mr. Callen - 5 years, and Mr. Colberg —
3 years. As of March 31, 2005, Mr. Crowley Sr. has more than 70 years of service with the Bank. The amount of
his total annual accrued benefit as of December 31, 2004 was approximately $401,700.
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As discussed above, a portion of the benefits reported in the table are payable pursuant to the Company’s
supplemental non-qualified retirement plan for certain designated officers; currently, only Messrs. Crowley Jr. and
Sr. are so designated. To support those obligations, the Company maintains assets in a “rabbi trust” (the amount of
which is based on the actuarial value of future benefits) and expenses payments into the rabbi trust when they are
made. These amounts will be paid from the Company’s funds (including funds in the rabbi trust) in the future, and
will not be paid out of assets in the qualified plan. Assuming that covered cash compensation remains constant
through retirement at age 65, the approximate annual benefit discussed above which would be payable by.the
Company itself to Mr. Crowley Jr. would be $465,444, and to Mr. Crowley Sr. would be $295,724 under the
supplemental plan.

Employment Arrangements

The Bank has employment agreements with Messrs. Crowley Sr., Crowley Jr., Maurer, Anderegg, Callen -
and Colberg and Ms. Scholz (another executive officer). The initial terms of the employment agreements were three
years. For each of Messrs. Crowley, each year the agreement may be extended so that the agreement remains in -
effect for a rolling three years upon agreement of Messrs. Crowley and by affirmative action of the Bank’s board of
directors. For the other executives, on each anniversary date thereafter, the employment term may be extended for
an additional year upon agreement of the executive and by affirmative action taken by the Bank’s board. The terms -
of each were so extended at January 1, 200S. Under the employment agreements, each executive is entitled to a base
salary which is reviewed annually based upon individual performance and the Bank’s financial results, as well as .
benefits and perquisites, in accordance with the Bank’s policies.

The current annual salary amounts for each of the covered executive officers are as follows: Mr. Crowley
Jr.-$620,000; Mr. Maurer-$170,250; Mr. Anderegg - $171,250; Mr. Callen - $170,000; Mr. Colberg-$122,500; and
Ms. Scholz - $120,000. Mr. Crowley Sr.’s current salary amount is $240,000. These amounts may be changed in
subsequent years, but generally may not be reduced.

The employment agreements can be terminated at the election of the executive officer or the Bank at the
expiration of the term, at any time for cause, upon the occurrence of certain events specified by federal statute or
regulation, or as a result of the executive officer’s retirement, disability or death. Each employment agreement can
also be voluntarily terminated without cause by the executive officer or the Bank. Each executive officer may also
terminate his or her employment agreement under certain circumstances following a change in control.

Upon each executive’s death or retirement at age 65, the executive or the executive’s personal
representative will receive his or her earned but unpaid base salary and incentive compensation prorated to the end
of the calendar month in which such termination occurs and compensation for accrued but unused vacation time. If
the executive officer terminates employment voluntarily or is terminated by the Bank for cause, the executive shall
not be entitled to any compensation or benefits for any period after the date of termination.

If during the term the Bank terminates an executive officer without cause or the employment agreement is
terminated by the executive officer for cause, the executive would be entitled to receive 100% of base salary at the
time of termination through the end of a one-year severance period. In the case of Messrs. Crowley, however, the
period is extended to 12 months beyond the current term of employment, but not more than 36 months. Also, the
executive would continue to receive certain insurance and other benefits until twelve months after the end of the
term of employment. The Bank must also pay to each executive an additional lump sum cash payment in an amount
equal to the product of the Bank’s annual aggregate contributions for the executive to all qualified retirement plans
in the year preceding termination and the number of years in the severance period.

Under each employment agreement, the executive officer may also terminate employment following a
change in control of the Bank under certain circumstances, including a reduction in compensation or responsibilities.
Upon any such termination as a result of a change in control, each executive officer has a right to receive payments
and benefits as if a termination by the Bank without cause had occurred. However, the aggregate amount of all
severance payments and termination benefits, computed on a present value basis, may not exceed an amount which
would cause the payments to be characterized as parachute payments within the meaning of Section 280G(b)(2) of
the Internal Revenue Code (the “Code™). That section generally defines parachute payments to include any
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severance payments and termination benefits which, on a present value basis, equal or exceed three times the
person's average annual total compensation over a five-year period immediately preceding the change in control.

Other Benefit Plans and Benefits

2001 and 2004 Stock Incentive Plans. The Company maintains two stock incentive plans, under which
equity-based awards may be made. The 2001 Plan was approved by shareholders in that year; no further grants may
be made under the 2001 Plan since the Company’s 2003 restructuring to a fully shareholder-owned company. Asa
consequence and to provide for ongoing equity-based incentives, in 2004 the shareholders approved the 2004 Plan
as a successor plan.

'Both the 2001 and 2004 Plans provide for the grant of stock options and shares of restricted stock to
executive officers, directors and key employees of the Company and the Company’s subsidiaries (including the
Bank). Stock options may be either incentive stock options, up to the limits under law, or non-qualified stock
options. All stock options must provide for an exercise price equal to the fair market value of the Company’s
common stock on the date of grant. The maximum option term under the 2001 and 2004 Plans is 10 years. Shares
of restricted stock may also be granted under both plans; under the 2004 Plan, those grants may also be coupled with
performance criteria in addition to time vesting. Pursuant to each of these plans and OTS regulations, no individual
may receive more than 25% of the shares which can be issued under the 2001 Plan on the 2004 Plan, and non-
employee directors as a group are limited to not more than 30% of the shares which can be issued under either plan,
and individually to not more than 5%.

The Compensation Committee of the Board of Directors administers both the 2001 and 2004 Plans. The
Committee makes determinations as to whom options and restricted stock grants are made and the number of shares.
The options and grants vest 20% per year, becoming fully vested after five years, subject to accelerated vesting in
the event of a change in control, death or disability, and the Committee’s discretion under the 2001 Plan to waive
conditions to exercise. The Committee also interprets the Plans and takes other related actions.

Information on awards made under the 2001 and 2004 Plans is set forth above in “Directors Compensation
~2001 and 2004 Stock Incentive Plans” as to grants made to directors, and “Summary Compensation Table” and
“Stock Options and Equity Compensation Plans” under “Executive Compensation” as to awards made to executive -
officers in the past three years.

Employee Stock Ownership Plan. The ESOP is a tax-qualified plan that covers substantially all salaried
employees who have at least one year of service and have attained age 21. It became effective at the completion of
the Bank’s 2000 restructuring. The Company loaned the ESOP sufficient funds to purchase up to 8% of the
Company shares issued in that transaction to persons other than the MHC. The ESOP has purchased 3,271,947
Company shares.

The loan is for a term of ten years and calls for level annual payments of principal. Interest payments, at
the prime rate, will be made quarterly. The ESOP initially pledged the shares it purchased as collateral for the loan
and holds them in a suspense account until allocated to employees upon repayment of loan principal.

The ESOP does not allocate the pledged shares immediately. Instead, it will release a portion of the
pledged shares annually as payments are made on the loan. The loan payments made by the ESOP come from
employer contributions and, in 2002, dividends paid on the shares held in the plan. If the ESOP repays its loan as
scheduled over a 10-year term, 10% of the shares would be released and allocated to participants annually in 2001
through 2010. As a result of the actual payments made, 327,194, 327,194 and 436,960 shares were allocated to
participants' accounts in 2004, 2003 and 2002, respectively. The ESOP allocates the shares released each year that
are attributable to employer contributions among the accounts of participants in proportion to their compensation for
the year. For example, if a participant’s compensation for a year represents 1% of the total compensation of all
participants for the year, the ESOP would allocate to that participant 1% of the shares released for the year
attrlbutable to employer contributions.
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ESOP participants direct the voting of shares allocated to their individual accounts. Shares in the suspense
account, which are those not yet allocated to individual accounts, are voted at the Company board's discretion.

Restoration Plans. The Company also maintains “Restoration Plans” to compensate participants for any
benefits under the ESOP and the Bank Mutual Corporation 401(k) Plan which they are unable to receive because of
limitations under the Code on contributions and benefits. The plans were originally established in 2001 by the Bank
as parts of a single plan; they were approved by the Compensation Committee as part of the assumption of the plans
at.the holding company level.

The Code limits the salary deferrals that an employee may contribute to the 401(k) Plan and also restricts
the amount of tax-qualified plan benefits that can be received by plan participants.

. The restoration plans provide benefits for officers and employees based upon the allocations they would
have received in the ESOP in the absence of Code limitations. The restoration plans also permit eligible officers to
defer compensation which they are unable to contribute to the 401(k) Plan and receive allocations thereunder
because of Code limits. Under the Code, in 2004, only the first $205,000 of compensation may be considered in
determining benefits under tax-qualified plans. That amount is subject to annual cost-of-living adjustments, and
increases to $210,000 in 2005.

For example, under the ESOP, only the first $205 000 of earnings are considered in determining ESOP
benefits for 2004. Under the restoration plans, an executive officer or employee would receive an amount equal to
the benefit that the participant would have received under the ESOP in the absence of the compensation limit.
Therefore, if an officer had total compensation of $300,000, the officer would receive an award equal to the average
allocation percentage under the ESOP for the $65,000 of compensation in excess of the Code limit.

The restoration plan relating to the ESOP covers all employees, and the plan relating to the 401(k) plan
covers all executive officers. The annual allocations to employees under the restoration plans are not tax deductible
by the employer or included in the taxable compensation of the employees receiving the allocations. When benefits
are paid to employees following their termination of employment, the payments will be deductible by the employer
and mcluded in the taxable compensatlon of the employees receiving those payments.

F irst Northern Supplemental Retirement Agreements. Before it was acquired by the Company, First
Northern:Savings entered into a supplemental retirement agreement with Mr. Colberg and certain other officers.
Under his agreement, Mr. Colberg, or his beneficiaries, will receive a total of 180 monthly payments of $2,646 per
month, respectively, commencing on the first day of the month following the earlier of his respective attainment of
age 65 or his death. If the supplemental retirement benefits commence prior to the executive’s attainment of age 65
because of his death, or if the executive officer requests acceleration of his benefit payments (and the Compensation
Committee consents to such acceleration), the amount of the monthly payment will be reduced to reflect a 6%
discount rate compounded monthly. These supplemental retirement agreements are vested and are subject to the
same parachute payment limitations that govern employment agreements.

Perquisites and Other Benefits. Certain executive officers also received in 2004 use of a business
automobile, and (in Mr. Colberg’s case, as a consequence of former First Northern practices), tax preparation
assistance as other benefits, which were not on the same terms as other salaried employees. The total value of these
other benefits which were not on the same terms as other salaried employees did not exceed the lesser of $50,000 or
10% of any individual’s salary or bonus in any reported year. The value of such perquisites in 2004 was as follows:

‘Mr. Crowley Jr. -- $346; Mr. Colberg -- $2,643; and Mr. Crowley Sr. -- $4,925.

Executive officers qualify for the same group health, life and disability insurance benefits as other full-time
salaried employees of the Company and its subsidiaries. In addition, the Company reimburses officers and other
high-level employees for approved memberships in certain civic and industry groups, appropriate attendance at -
related functions and, in one case, the cost of a club membership used exclusively for appropriate business
entertaining; however, because these expenses are reimbursed only if and to the extent they are for business
purposes, these are not considered by the Company to be “perquisites” or personal benefits to these persons.
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COMPENSATION COMMITTEE REPORT ON EXECUTIVE COMPENSATION

Committee Composition. The Bank Mutual Corporation board of directors has established a Compensation
Committee to determine salaries, and make other compensation and plan decisions. It made compensation
determinations for 2004, and expects to continue in that role going forward. The current members of the
Compensation Committee are identified below. :

Compensation Philosophy. In determining compensation, the Committee has recognized that the Company
and its subsidiaries must provide its executive officers and key employees a competitive compensation package in
order to attract and retain talented and highly experienced personnel. The Committee has sought to offer
compensation which it believes is in line with compensation paid by other similarly situated institutions (including
banks, savings banks and savings associations, but not co-extensive with the broad based, nationwide group used for
peer group comparison in the Performance Graph), so as to be neither unduly generous nor lagging other
institutions. In making its decisions, the Committee has also noted that, as a mutual institution, the Bank previously.
could not provide stock-based incentive compensation, as could publicly held institutions, and noted the effect on
prior compensation when going forward.

Base Salary. In determining the base salary of executive officers under their employment agreements, the
Committee reviewed, among other things, third party surveys of peer institutions, the historical compensation of
those officers and performance of the Company and its subsidiaries. The Committee noted that historical
comparisons have been affected by the Company’s formation of a mutual holding company and acquisition of First
Northern in 2000, changes in accounting rules in 2001 affecting the amortization of goodwill, and the Company ]
full conversion transaction in 2003. :

In making those performance reviews for fiscal 2004 compensation, the Committee also recognized the
significant efforts which all of the executive officers made during 2003 to successfully complete the merger of First
Northern into the Bank and the conversion of the Company into a fully shareholder-owned organization. The 2003 .
conversion transaction included a stock offering in which the Company received net proceeds of over $400 million,
substantially strengthening the Company’s capital position. Base salary determinations were not directly related to
statistical corporate performance, since the bonus and incentive plans are heavily performance based and remained .
significant in 2004. Based upon those factors, the Committee determined that executive officers (other than the
CEOQ, whose base salary remained constant) should receive an increase (from 4% to 6%) in base salary, with
amounts varying depending upon their individual responsibilities. The Committee also noted that stock-based
incentives were awarded in 2001 and provided an additional means of compensation, but that no additional awards
were made in 2002 or 2003; however, the Committee also noted that the 2004 Plan was proposed for shareholder
approval and expected that, if the 2004 Plan were approved, equity-based awards would be made to executive
officers during fiscal 2004.

Bonus/Incentives. For fiscal 2004, cash incentive payments were determined under the Bank's cash
incentive plan. Under the plan for 2004, the Committee set the Company's return on assets and income targets, of
0.96% and $29.3 million, respectively, as well as target bonus payments (expressed as a percentage of base salary)
for each of the executive officers. Actual bonus amounts are determined based upon the Company's performance as
to those financial criteria. For each average percentage point by which the Company missed its targets, the potential
bonus would be reduced by 1.5 percentage points. The plan permits a portion of the bonus to be determined based
on individual performance goals; that alternative was used for 20% of the bonus for selected individuals (excluding
Messrs. Crowley) in 2004,

In fiscal 2004, the Company achieved 96.5% and 101.0% of its return on assets and income targets,
respectively, for an average of 99%. Therefore, due to the reduction by 1.5 times the percent by which goals were
missed, executive officers earned bonuses equaling 98.5% of their target bonus amounts, to the extent bonuses were
determined by corporate performance. In cases in which an individual-based performance component was also paid
to certain executive officers, it was also set at 98.5% of the target amount to mirror the statistical determination. :

Stock-Based Incentives. The Committee believes that stock-based compensation can provide an important

incentive to executive officers that also aligns their interests with those of shareholders, since the value of the
compensation will depend upon the performance of the stock price. The ESOP has been established, and the 2001
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and 2004 Plans were approved by shareholders, to provide certain stock-based compensation. However, Office of
Thrift Supervision (“OTS”) regulations limited the amount and types of stock-based compensation which could be
authorized or granted within one year of Bank Mutual Corporation’s initial restructurmg and its 2003 conversion to
a fully shareholder- owned corporation.

In view of the awards under the 2001 Plan made during 2001, the OTS regulations which limited the size of
the 2001 Plan and the desire to retain the ability to grant additional options or awards to newly hired persons, the
Committee did not grant any stock options, or award any restricted shares, to executive officers in 2002 or 2003.
However, the Committee approved the 2004 Incentive Plan, subject to shareholder approval, to provide a continuing
stock-based incentive to executive officers, key employees and directors.. The 2004 Plan was approved by
shareholders at the 2004 Annual Meeting.

Since no awards had been made during 2002 and 2003, the Committee determined that it would promptly
make awards under the 2004 Plan. The Committee believed that the strong efforts of executive officers and other
key employees created substantial value for shareholders during 2003 as a result of the successful completion of the
conversion transaction and stock offering discussed above. To recognize these achievements, the fact that awards
had not been made in the two prior years, strong corporate results and to provide significant equity-based incentive
going forward, in 2004 the Committee made significant awards under the 2004 Plan. The awards to the CEO are
discussed below; the Committee granted to-each other executive officer options to purchase 100,000, and restricted
stock award of 40,000 shares, which vest over a five-year period. The Committee determined generally to
somewhat reduce the awards in 2004 as compared to those in 2001, in significant part because a larger portion of the
available awards were not immediately granted and held available for the future.

Chief Executive Officer Compensation. In addition to the factors discussed above, when determining the
salary of the Chief Executive Officer, the Commiittee continued a transition that began in 2002 to more incentive-
based compensation but also to recognize in his base pay the high degree of satisfaction with his performance. The
Committee noted the CEQ’s accomplishments during 2003, particularly the combining the two bank subsidiaries
and the Company's successful full conversion transaction. The Committee therefore decided to keep constant the
Chief Executive Officer’s base salary in 2004. The Committee also noted that under the cash incentive plan, the
Chief Executive Officer would be eligible to eamn a target cash incentive bonus of up to 20% (and 2 maximum of -
40%) of his $620,000 base salary. His actual 2004 bonus was $122,140, which in the CEQ's case was 98.5% of the
target bonus amount, determined solely as a result of corporate performance under the Bank's cash incentive plan.
The CEO also receives board fees for service on the Bank’s board of directors.

In addition, the Comrhittee noted that the CEO would be eligible for stock-based compensation under the
2004 Plan, assuming approval by shareholders later in the year. No equity awards had been made in 2002 or 2003
as a result of the significant awards in 2001 and the limitation of shares available under the 2001 Plan. In view of
the strong individual performance of the CEO and the Committee’s determination to provide a substantial award
which would have the opportunity of vesting in the ordinary course before Mr. Crowley Jr. would turn 68, the CEO
received an award of 280,000 restricted shares and options to purchase 700,000 shares of common stock under the
2004 Plan, after it was approved by shareholders. These awards vest over a five year period, and are intended to
both reward prior successes and service, and to incent the CEO on a going forward basis. The Committee
determined to grant the CEO awards which were at or somewhat below the percentage of total available awards
which were granted to him in 2001 under the 2001 Plan. The Committee also noted the reasons discussed above
under “Stock-Based Incentives” for grants to all executive officers.

In 2004, the CEO was allocated 3,590 shares under the ESOP, on the same basis as other employees. The
Committee also considered the CEQ’s participation in the Benefits Restoration Plan and his supplemental retirement
benefits. Under the benefits restoration plan, the CEO received payments totaling $101,728, due to the limitation of
benefits under qualified plans relating to the 401(k)-Plan and ESOP. The Committee continues to believe it is
appropriate to maintain the benefits restoration plan and the supplemental retirement plan to fully recognize the
CEQ’s compensation when determining benefits under other plans which generally are available to all full-time
employees.

Section 162(m) Limitations. Section 162(m) of the Code limits the deductibility of compensation to certain
executive officers of publicly held companies of over $1 million in any fiscal year. Exceptions are made for, among
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other things, performance-based plans approved by shareholders. Stock options are considered performance based
compensation, although restricted stock awards are not unless they are coupled with performance goals. The
Committee is mindful of these limitations; for 2004, approximately $409,630 of Mr. Crowley Jr.’s taxable
compensation (which resulted primarily from the vesting of restricted stock) was not deductible. Shareholder
approval of the 2001 Plan and 2004 Plan was obtained, among other reasons to qualify for an exception from
Section 162(m) for any performance-based compensation payable under the plans.

Members of the Compensation Committee:
David J. Rolfs (Chairman) -Raymond W. Dwyer, Jr. Thomas J. Lopina, Sr.  William J, Mielke
COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTICIPATION

None of the members of the Compensation Committee was an officer or employee of the Company or a
bank subsidiary, nor did any of them have any other reportable interlock. During 2004, Mr. Lopina had outstanding
loans from the Bank; these loans were repaid in 2004. For a description of the Company's policies with respect to
loans to officers, directors and employees, and Mr. Lopina’s loans, see “Certain Transactions with the Company.”

PERFORMANCE GRAPH

Set forth below is a line graph comparing the cumulative total shareholder return on Company common
stock, based on the market price of the common stock and assuming reinvestment of cash dividends, with the
cumnulative total return of companies on the NASDAQ Stock Market US Index, and the SNL Midwest Thrift Index.
The graph assumes $100 was invested on November 2, 2000, the first date of our stock trading, in Company
common stock and each of those indices.
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CERTAIN TRANSACTIONS WITH THE COMPANY -
Banking Relati;)nships

The Bank has had, and expects to continue to have, regular business dealings with its officers and directors,
as well as their associates and the firms which they serve. The Bank’s historical policy has been that transactions
with its directors and executive officers be on terms that are no more beneficial to the director or executive officer .
than the Bank would provide to unaffiliated third parties. Directors and executive officers, and their associates,
regularly deposit funds with the Bank; the deposits are ' made on the same terms and conditions which are offered to
other depositors.

The Bank historically discouraged lending from the Bank to its insiders, but loans were occasionally made.
Certain directors and executive officers have been indebted to the Bank for loans made in the ordinary course of
business. Those loans have been on substantially the same terms, including interest rates and collateral, as those
then prevailing for comparable transactions. with other persons. These loans do not involve more than the normal
risk of collectability or present other unfavorable features.

Upon the merger of First Northern into the Bank, the combined Bank adopted policies for loans, with
preferential rates, to officers, directors and employees similar to First Northern's historical policies. Prior to its
acquisition by the Company, First Northern established policies relating to loans to directors and officers which,
consistent with applicable laws and regulations, permitted certain preferential loan terms to directors and executive
officers. As a matter of practice, however, the Company continues to discourage such loans with its directors and
executive officers. Management believes that the loans made to directors and officers do not involve more than the
normal risk of collectability or present other unfavorable features.

The following table sets forth certain data relating to existing loans with these special terms to directors and
executive officers of Bank Mutual Corporation where the aggregate amount of such loans exceeded $60,000 at any
time since January 1, 2004 and the interest rate was below that offered to all other customers for comparable
transactions. Except as indicated, information for loans with no preferential terms is not, and need not be, presented.

: Interest Comparable
Original Maximum Balance Rate During Note Rate
Name and Date of Amount of Balance as of Last Fiscal for Other
Positions Type Loan Loan in 2004 12/31/04 Year Customers
Thomas J. Lopina, Sr. Mortgage 6/23/93 $110,000 $50,228 $-0- 2.75%(4) 4.875%(4)
Director - ‘ - ' :
LC (2) 12/11/00  $65,000(2) $63,849 $ -0- 4.5%(3) 5.5%(3)
Robert B. Olson Mortgage  7/31/97 $160,000 . $97,152 $ -0- | 2.75%(4) 6.625%(4)
Director
J. Gus Swoboda Mortgage 4/13/98 $170,000 $126,322 $117,093 2.75%(1) 5.125%
Director &) ‘
1 On January 1, 2005, in accordance with the First Northern mortgage loan policy for directors, officers and

employees, the interest rate on mortgage loans for officers and directors was 2.75%, which was the interest
rate since February 1, 2004. The rate was 3.0% in January 2004.

(2) Line of credit. The amount shown for the original amount is the maximum amount which could have been
borrowed under the line. The line was secured by a second mortgage.

3) The line of credit interest rate was based on the prime interest rate, and varied from 4.00% to 4.5% dunng
the time the loan was outstanding in 2004; non-preferential rates varied from 5.5% to 6.0% during that
period.

4 Loan paid off in 2004; rates shown at time of repayment.

) During 2004, Mr. Swoboda also maintained a $95,000 line of credit on non-preferential terms. The

maximum amount outstanding during 2004 -was $89,014. The line of credit was fully repaid in 2004.
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Architectural Fees

Mr. Herr is partner in Plunkett Raysich Architects LLC, an architectural firm that from time to time
provides architectural design and related services to the Bank. These types of fees tend to increase during periods in
which the Bank is making arrangements to open or relocate multiple offices, such as was the case in 2004. For
services during 2004, the Bank has paid Plunkett Raysich and its affiliates approximately $113,150 for such
services. During 2003 and 2002, fees payable to that firm were less than $60,000 in each year.

REPORT OF THE AUDIT COMMITTEE

The Audit Committee of the Bank Mutual Corporation board of directors was constituted in 2000, upon the
Company's formation. The Audit Committee’s functions include meeting with the Company's independent auditors
and making recommendations to the board regarding independent public accountants; assessing the adequacy of
internal controls, accounting methods and procedures; review of public disclosures required for compliance with
securities laws; and consideration and review of various other matters relating to the Company’s financial
accounting and reporting. No member of the Audit Committee is employed by or has any other material relationship
with the Company. The members are “independent” as defined in Rule 4200(a)(15) of the NASD listing standards
for the Nasdaq Stock Market. The board of directors has adopted a written charter for the Audit Committee; a copy
of that charter was attached to the 2004 annual meeting proxy statement and is available on the Company’s website.

In connection with its function to oversee and monitor the financial reporting process of the Company, the
Audit Committee has done the following:

. reviewed and discussed the audited financial statements for the fiscal year ended December 31,

2004 with Bank Mutual Corporation management;

. discussed with Ernst & Young LLP, the Company's independent auditors, those matters which are
required to be discussed by SAS 61 (Codification of Statements on Auditing Standards, AU §380);
and '

s - received the written disclosures and the letter from Emst & Young LLP required by Independence

Standards Board Standard No. | (Independence Discussions with Audit Committees) and has
discussed with Ernst & Young LLP its independence.

Based on the foregoing, the Audit Committee recommended to the board that those audited financial
statements be included in the Company's annual report on Form 10-K for the year ended December 31, 2004.

In addition, the Audit Committee also considered the fees paid to Emst & Young LLP for services provided
by Emst & Young during 2004. See “Independent Auditors” below. The Committee believes that the provision of
the non-audit services is compatible with maintaining Ernst & Young’s independence.

Members of the Audit Committee:
William J. Mielke, Chairman Thomas H. Buestrin Robert B. Olson David J. Rolfs
INDEPENDENT AUDITORS
The firm of Emst & Young LLP has audited the books and records of Bank Mutual Corporation for 2004; it
has served as the independent accountants for the Bank for more than 20 years and of the Company since its
inception in 2000. The audit committee and board of directors have decided to appoint Ernst & Young LLP as the
independent auditors to audit the books and accounts of the Company for 2005, subject to shareholder ratification.

Representatives of Ernst & Young LLP are expected to be present at the annual meeting to respond to appropriate
questions and to make a statement if they so desire.
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Fees (including reimbursements for out-of-pocket expenses) paid to Ernst & Young LLP for services
relatmg to fiscal 2004 and 2003 were as follows

2004 003
Audit fees: - $ 295,000 .$ 270,000
Audit-related fees: . »+0- . -0-
Tax fees: 52,525 40,475

All other fees: -0- -0-

The above amounts relate to services provided in the indicated fiscal years, irrespective of when they were
billed. Audit fees in 2003 included professional services related to the audited financial statements in connection
with Bank Mutual Corporation’s SEC registration statement for its 2003 offering of stock. Tax services consisted
solely of compliance matters, including tax return assistance. The Audit Committee considered the compatibility
of non-audit services by Emnst & Young LLP with the maintenance of that firm’s independence.

The Audit Committee generally approves all engagements of the independent auditor in advance, including
approval of the related fees. The Audit Committee approves individual projects and the approved levels of fees for
each. Management must have them approved by the Committee. Projects of the types approved in general by the
Committee for which fees total less than $10,000 in each case may be approved by management with the -
concurrence of the chair of the audit committee, subject to review and approval by the Committee at its next
meeting. There were no services or fees in 2004 or 2003 that were not approved in advance by the Committee or by
the chairman under this policy.

SHAREHOLDER PROPOSALS AND NOTICES

Shareholder proposals must be received by the Secretary of Bank Mutual Corporation, Eugene H. Maurer,
Jr., no later than November 18, 2005 in order to be considered for inclusion in next year’s annual meeting proxy
materials pursuant to the SEC’s Rule 14a-8 under the Securities Exchange Act.

Under SEC rules relating to the discretionary voting of proxies at shareholder meetings, if a proponent of a
matter for shareholder consideration (other than a shareholder proposal) fails to notify Bank Mutual Corporation at
least 45 days prior to the month and day of mailing the prior year’s proxy statement, then management proxies are
allowed to use their discretionary voting authority if a proposal is raised at the annual meeting, without any
discussion of the matter in the proxy statement, Therefore, any such matters must be received by the Company by
February 1, 2006 in the case of the 2006 annual meeting of shareholders. The Company is not aware of any such
proposals for the 2005 annual meeting.

The Company’s bylaws also require that any nomination of a director or submission of a matter for
consideration of the meeting must be presented, with specified accompanying information, to Bank Mutual
Corporation's corporate Secretary at least 70, but not more than 100, days before the scheduled date for the next
annual meeting of shareholders. No such submissions have been received by the Company for the 2005 annual
meeting. Assuming that the 2006 annual meeting is held as scheduled on May 1, 2006, the period in which
materials must be received is between January 20, 2006 and February 19, 2006 for the 2006 annual meeting.

By Order of the Board of Directors

Eugene H. Maurer, Jr.
Senior Vice President and Secretary

Milwaukee, Wisconsin
March 11, 2005
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A copy (without exhibits) of Bank Mutual Corporation’s Annual Report on Form 10-K filed with the SEC
for the year ended December 31, 2004 is attached to this proxy statement. The Company will provide an additional
copy of the 10-K (without exhibits) without charge to any record or beneficial owner of Company common stock on
the written request of that person directed to: Rick B. Colberg, Chief Financial Officer, Bank Mutual Corporation,
4949 West Brown Deer Road, Milwaukee, Wisconsin 53223. The 10-K provides a list of exhibits, which will be
provided for a reasonable fee to reflect duplication and mailing costs; exhibits are also available through the SEC's
website at www.sec.gov.

Multiple Shareholders Sharing the Same Address. In some cases, we have multiple shareholders of
record at a single address. We are sending a single annual report and proxy statement to that address unless we
received instructions to the contrary. Each shareholder of record, however, will continue to receive a separate proxy
card. This practice; known as “householding,” is designed to reduce our printing and postage costs. If you wish to
receive separate copies of the annual report and proxy statement now or in the future, or to discontinue householding
entirely, you may call our transfer agent, Registrar and Transfer Company, at 1-800-368-5948, contact it by e-mail
at info@rtco.com, or provide written instructions to Registrar and Transfer Company, 10 Commerce Drive,
Cranford, New Jersey 07016-3572.

If you receive multiple copies of the annual report and proxy statement, you also may contact our transfer
agent at the telephone number or address above to request householding. If your shares are held in street name
through a bank, broker or other holder of record, you may request householding by contacting that bank; broker or
other holder of record.
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Part 1

Item 1. Business

General

From. November 1,.2000 until October 29, 2003, Bank Mutual Corporation was an OTS chartered United States
corporation which became the mid-tier holding company in the regulatory restructuring of Mutual Savings Bank,

_into mutual holding company form. Until October 29, 2003, Bank Mutual Bancorp, MHC (the “MHC”), a U.S.-
chartered mutual holding company of which Mutual Savings Bank’s depositors held all of the voting and
membership rights, owned a majority of Bank Mutual Corporation’s outstanding common stock.

On November 1, 2000, Bank Mutual Corporation acquired First Northern Capital Corp., the parent of First Northern
Savings Bank. On March 16, 2003, Mutual Savings Bank and First Northern Savings Bank combined to form a
single OTS chartered savmgs bank subsidiary of Bank Mutual Corporanon named “Bank Mutual” (“Bank Mutual”
or the “Bank”).

On October 29, 2003, Bank Mutual Corporation completed a conversion and reorgamzatlon from a mutual holding
company form, established a new Wisconsin chartered Bank Mutual Corporation and, in effect, sold the MHC's
interest in Bank Mutual Corporation to the public. Existing Bank Mutual Corporation shareholders exchanged each
existing share for 3.6686 shares of the new Bank Mutual Corporation (the “Company”). The total number of shares
issued or exchanged in the offering was 78,707 669 shares.

All share and per share numbers in this report on form 10-K have been adjusted to reﬂect the full conversion
transaction and related share exchange. As used herein, the "Company” and "Bank Mutual Corporation” refer to
Bank Mutual Corporation both before and after the fu]] conversion transaction, uniess the context requires
otherwise. : ‘

The Bank is a community oriented financial institution, which emphasizes traditional financial services to
individuals and businesses within our market areas. Our principal business is originating mortgage loans, consumer
loans, commercial real estate loans, and commercial business loans and attracting retail deposits from the general
public. We also invest in various mortgage-related securities and investment securities. The principal lending is on
one-to four-family, owner-occupied homes, home equity loans and lines of credit, automobile loans, multi-family and
commercial real estate loans, and commercial business loans. .

The Bank's revenues are derived principally from interest on our loans and mortgage-related securities, interest and
dividends on our investment securities, and noninterest income (including loan servicing fees, deposit servicing fees,
gains on sales of loans and commissions on insurance, security and annuity sales). Our primary sources of funds are

deposits, borrowings, scheduled amortization-and prepayments of loan principal and mortgage-related securities, and
maturities of investment securities and funds provided by operations.

The Company maintains a website at bankmutualcorp.com. We make available through that website, free of charge,
copies of our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form

8-K, and amendments to those reports, as soon as reasonably practical after the Company electronically files those
materials with, or furnishes them to, the Securities and Exchange Commission. You may access those reports by
following the links under “Financial Reports” at the Company’s website.

Cautionary Factors

This Form 10-K contains or incorporates by reference. various forward-looking statements concerning the Bank's
prospects that are based on the current expectations and beliefs of management. Forward-looking statements may
also be made by the Company from time to time in other reports and documents as well as oral presentations. When
used in written documents or oral statements, the words "anticipate,” "believe," "estimate," "expect," "objective" and
similar expressions and verbs in the future tense, are intended to identify forward-looking statements. The
statements contained herein and such future statements involve or may involve certain assumptions, risks and




uncertainties, many of which are beyond the Company's control, that could cause the Bank's actual results and
performance to differ materially from what is expected. In addition to the assumptions and other factors referenced
specifically in connection with such statements, the following factors could impact the business and financial
prospects of the Company: general economic conditions; legislative and regulatory initiatives; increased competition
and other effects of the deregulation and consolidation of the financial services industry; monetary and fiscal
policies of the federal government; deposit flows; disintermediation; the cost of funds; general market rates of
interest; interest rates or investment returns on competing investments; demand for loan products; demand for
financial services; changes in accounting policies or guidelines; general economic developments; acts of terrorism
and developments in the war on terrorism; and changes in the quality or composition of loan and investment
portfolios. See also the factors regarding future operations discussed in "Management's Discussion and Analysis of
Financial Condition and Results of Operations" below, particularly those under the caption "Risk Factors."

Market Area

At February 25, 2005, the Bank has 70 banking offices located in 28 counties in Wisconsin, in addition to a Minnesota
bank office. At June 30, 2004, The Bank had approximately a 2.32% share of all Wisconsin bank, savings bank, and
savings association deposits. Counties in which the Bank operates include 67% of the population of the state. The
Bank is the fourth largest financial institution holding company headquartered in the state of Wisconsin, based on asset
size.

The largest concentration of our offices is in the Milwaukee metropolitan area, which includes Milwaukee, Waukesha,
Racine, Ozaukee, and Washington counties. There are 19 offices in this area, and we are opening a 20 office in spring
2005. The Milwaukee metro area is the largest population and commercial base in Wisconsin, representing
approximately 28% of Wisconsin's population. The Milwaukee area has traditionally had an extensive manufacturing
economic base, which is diversifying into service and technology based businesses.’

We have four offices in the Madison area. Madison is the state capital of Wisconsin and is the second largest
metropolitan area in Wisconsin representing approximately 8% of the state's population. Our eight other south central
and southeastern Wisconsin offices are located in smaller cities that have economic concentrations ranging from
manufacturing to agriculture.

We operate 21 banking offices in nine northeastern counties that make up approximately 16% of the state's
population including the city of Green Bay. The greater Green Bay area has an economic base of paper and other
manufacturing, health care, insurance and gaming, and is diversifying into technology based businesses. Two of
our offices in this region are near the Michigan border; we are also developing customers in northern Michigan.

We also have 19 offices in the northwestern part of the state. This part of the state has medium sized to smaller cities .
and towns. Industry includes medium sized and small business, with a significant agricultural component. The counties
in which the northwiest region offices are located hold 8% of the state's population. Our Minnesota office is located
near the Wisconsin state border on the eastern edge of the Minneapolis-St. Paul metropolitan area.

Competition

We face significant:competition in making loans and attracting deposits. Wisconsin has many banks, savings banks,

and savings and loan associations, which offer the same types of banking products as the Company. Wisconsin also

has an extensive tax-exempt credit union industry, whose expanded powers have resulted in increased competition to
financial institutions.

Many of our competitors have greater resources than we do. Similarly, many competitors offer services that we do not .
provide. For example, the Bank does not provide trust or money management services. However, the Bank's
subsidiary, Lake Financial and Insurance Services, Inc. offers mutual funds and engages in the sale of tax deferred
annuities, credit life and disability insurance, and property and casualty insurance and brokerage services. In addition,
the banking business in the Milwaukee area, our largest market, tends to be dominated by the two largest conimercial
banks in the state, which together held 51.44% of the Milwaukee area’s deposits at June 30, 2004,




Most of our competition for loans traditionally has come from commercial banks, savings banks, savings and loan
associations and credit unions. Increasingly, other types of companies, such as mortgage banking firms, finance
companies, insurance companies, and other providers of financial services also compete for these products. For
deposits, we also compete with traditional financial institutions. However, competition for deposits now also includes
mutual funds, particularly short-term money market funds, and brokerage firms and insurance companies. The recent
increase in electronic commerce also increases competition from institutions and other entities outside of Wisconsin.

Lending Activities

Loan Portfolio Composition. 'The Company’s loan portfolio primarily consists of mortgage loans. To a lesser
degree, the loan portfolio includes consumer loans, including home equity lines of credit and fixed and adjustable
rate home equity loans, automobile loans, as well as commercial business loans.

At December 31, 2004, our total loans receivable was $1.9 billion, of which $1.4 billion, or 71.9%, consisted of one
to four family ($903.5 million or 46.3%) and other mortgage loans ($498.7 million or 25.6%). The remainder of our
loans at December 31, 2004, amounting to $547.4 million, or 28.1% of total loans, consisted of consumer loans
($477.3 million or 24.5%) and commercial business loans ($70.2 million or 3.6%).

We originate adjustable rate morigage (“ARM”) loans primarily for our own portfolio. We also originate fixed rate
mortgage loans with terms of 10 to 30 years. Most of the 20 year and longer fixed rate mortgage loans are
immediately sold into the secondary market. At times, we may also sell 15 year fixed rate mortgage loans depending
on the percentage of fixed interest rate loans in our portfolio and our tolerance for fixed interest rates in view of the
interest rate environment we are anticipating. We sold approximately $5.8 million of our 15 year fixed rate mortgage
loan originations in 2004, '

The loans that we originate and purchase are subject to federal and state laws and regulations. The interest rates we

charge on loans are affected principally by the demand for loans, the cost and supply of money available for lending
purposes and the interest rates offered by our competitors. These factors are in turn affected by, among other things,
economic conditions, monetary policies of the federal government, including the Federal Reserve Board, legislative
tax policies and governmental budgetary matters. '
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Loan Mazturity. The following table presents the contractual maturity of our loans at December 31, 2004. The table
does not include the effect of prepayments or scheduled principal amortization.

At December 31, 2004
Mortgage Consumer Commercial
Loans Loans Business Loans Total
(In thousands)
Amounts Due: ‘
Within one year $ 54,988 $ 38,341 $26,653 $ 119,982
After one year o
One to two years 79,333 29,305 16,560 125,198
Two to three years ' 37,258 34,138 11,570 82,966
Three to five years ' 52,058 ‘ 46,862 9,420 108,340
Five to ten years 129,476 256,015 4,995 390,486
Ten to twenty years 492,343 72,101 972 565,416
Over twenty years ‘ 556,785 509 - 557,294
Total due after one year 1,347,253 438,930 43,517 1,829,700
Total loans receivable $1,402,241 $477.271 $70,170 1,949,682
Less: :
Undisbursed loan proceeds ‘ 60,653
Allowance for loan losses , ' 13,923
Deferred loan fees ' (779)
Net loans receivable : $1,875,885

The following table preéents, as of December 31, 2004, the dollar amount of all loans due after December 31, 2005,
and whether these Joans have fixed interest rates or adjustable interest rates.

Due after December 31, 2005

Fixed - Adjustable Total
(In thousands)
Mortgage loans $513,564 $833,689 $1,347,253
Consumer loans . . : 299,857 139,073 - 438,930
Commercial business loans S - 34,057 9,460 43,517
Total loans due after one year $847,478 $982,222 $1,829,700




The following table presents a summary of our lending activity.

For the year ended December 31,

2004 2003 2002

(In thousands)

Balance outstanding at beginning of period $1,779,069 - $1,793,951 $1,923,799
Originations:
Mortgage loans 479,814 899,766 752,771
Consumer loans 268,521 301,665 293,320
Commercial business loans 41,018 49,646 27,141
789,353 1,251,077 1,073,232
Purchases:
One-to four-family mortgage loans 148,951 41,214 4,042
Less:
Principal payments and repayments:
Mortgage loans 349,951 525,853 533,407
Consumer loans 241,711 283,093 276,699
Commercial business loans 45,395 35,684 27,013
Total principal payments 637,117 844,687 837,119
Ttansfers to foreclosed properties, real estate owned
and repossessed assets 5,045 1,461 1,406
Loan sales: -
Mortgage loans ‘ 120,067 461,082 368,597
Commercial loans 475 - -
Total loan sales 120,542 461,082 368,597
Total loans receivable and loans held for sale $1,954,669 $1,779,069 $1,793,951

" Residential Morigage Lending. Our primary lending activity has been the origination and purchases of first
mortgage loans secured by one- to four-family properties, within our primary lending area. Most of these loans are
owner-occupied; however, we do originate first mortgage loans on second homes, seasonal homes, and investment
properties. In addition to our loan originations, we have purchased one- to four-family first mortgage loans of
$149.0 million in 2004, $41.2 million in 2003, and $4.0 million in 2002. We review each purchased loan for
compliance with our underwriting standards, and generally only invest in loans which are located in the midwestern
United States.

We offer conventional fixed rate mortgage loans and ARM loans with maturity dates up to 30 years. Residential
mortgage loans generally are underwritten to Federal National Mortgage Association (“Fannie Mae”) standards. All
ARM mortgage loans and some fixed rate mortgage loans with maturities of up to 20 years are held in our portfolio.
Fixed rate mortgage loans with maturities greater than 15 years typically are sold without recourse, servicing
retained, into the secondary market. As a result of market competition, during the past few years, we have generally
not charged loan origination fees. The interest rates charged on mortgage loan originations at any given date will
vary, depending upon conditions in the local and secondary markets.

We also originate “jumbo single family mortgage loans” in excess of the Fannie Mae maximum loan amount, which
was $333,700 for single family homes in 2004. Effective for 2005, the maximum loan amount increased to
$359,650. Fannie Mae has higher limits for two-, three- and four-family homes. Fixed rate jumbo mortgage loans
generally are sold servicing released without recourse to secondary market purchasers of such loans. ARM jumbo
mortgage loans are underwritten in accordance with our underwriting guidelines and are retained in our loan
portfolio. All jumbo mortgage loans originated in 2004 were ARMs.

Mortgage loan originations are solicited from real estate brokers, builders, existing customers, community groups,
other referral sources, and residents of the local communities located in our primary market area through our loan
origination staff. We also advertise our mortgage loan products through local newspapers, periodicals, internal
customer communications and our website.




In addition to offering loans that conform to underwriting standards that are based on standards specified by Fannie
Mae (“conforming loans™), we also originate a limited amount of non-conforming loans, due to size or underwriting
considerations, for our own portfolio or for sale. Loans may be fixed rate one- to four-family mortgage loans or
adjustable rate one- to four-family morigage loans with maturities of up to 30 years. The average size of our one- to
four-family mortgage loans originated in 2004 was $135,965, and in 2003 and 2002 was approximately $113,723
and $114,000, respectively. We are an approved seller/servicer for Fannie Mae, Freddie Mac, the FHLB of
Chicago’s Mortgage Partnership Finance Program, Wisconsin Housing and Economic Development Authority
(“WHEDA") and Wisconsin Department of Veterans Affairs (“WDVA”).

The focus of our residential mortgage loan portfolio is the origination of 30 year ARM loans with interest rates
adjustable in one, two, three, or five years. ARM loans typically are adjusted by a maximum of 200 basis points per
adjustment period. The adjustments are usually annual, after the initial interest rate lock period. Prior to the merger
of the subsidiary banks, there was a lifetime cap of 6% above the origination rate for First Northern Savings Bank
and a lifetime interest rate cap of 12.9% for Mutual Savings Bank. Since March 2003, the Bank is originating ARM
loans with a lifetime cap of 6% above the origination rate. Monthly payments of principal and interest are adjusted
when the interest rate adjusts. We do not offer ARM loans which provide for negative amortization. The initial rates
offered on ARM loans fluctuate with genera! interest rate changes and are determined by competitive conditions and
our yield requirements. We currently utilize the monthly average yield on United States treasury securities, adjusted
to a constant maturity of one year (“constant treasury maturity index”) as the index to determine the interest rate
payable upon the adjustment date of our ARM loans. Some of the ARM loans are granted with conversion options
which provide terms under which the borrower may convert the mortgage loan to a fixed rate mortgage loan for a
limited period early in the term (normally in the first five years) of the ARM loan. The terms at which the ARM loan
may be converted-to a fixed rate loan are established at the date of Joan origination and are set at a level allowing us
to sell the loan into the secondary market upon conversion.

ARM loans may pose credit risks different from the risks inherent in fixed rate loans, primarily because as interest
rates rise, the underlying payments from the borrowers rise, thereby increasing the potential for payment default. At
the same time, the marketability of the underlying property may be adversely affected by higher interest rates.

The volume and types of ARM loans we originate have been affected by.the level of market interest rates,
competition, consumer preferences and the availability of funds. Although we will continue to offer ARM loans, we
cannot guarantee that we will be able to originate a sufficient volume of ARM loans to increase or maintain the
proportion that these loans bear to our total loans. :

In addition to conventional fixed rate and ARM loans, we are authorized to originate mortgages utilizing various
government programs, primarily the Guaranteed Rural Housing Program. We also participate in two state-sponsored
mortgage programs operated by WHEDA and WDVA. We originate these state-sponsored loans as an agent and
assign them to the agency immediately after closing. Servicing is retained by us on both WHEDA and WDV A
loans.

Most residential mortgage loans are processed under the Fannie Mae alternative documentation programs. For
reduced documentation loans, we require applicants to complete a Fannie Mae loan application and request income,
asset and debt information from the borrower. In addition to obtaining outside vendor credit reports on all
borrowers, we also look at other information to ascertain the creditworthiness of the borrower. In most instances, we
utilize Fannie Mae’s ‘Desktop Underwriter” automated underwriting process to further reduce the necessary
documentation. For example, a simplified appraisal or inspection may be used to verify the value of the property.
Loans that are processed with reduced documentation conform to secondary market standards and generally may be
sold on the secondary market.

Normally, an appraisal of the real estate to secure the loan is required, which must be performed by a certified
appraiser approved by the board of directors; however, we utilize a streamline process on certain existing mortgage
loans which will be refinanced. On such loans we do not require an appraisal and in essence the only items that are
modified are the rate and term. A title insurance policy is required on all real estate first mortgage loans. Evidence of
adequate hazard insurance and flood insurance, if applicable, is required prior to closing. Borrowers are required to
make monthly payments to fund principal and interest (except on a few interest only mortgage loans) as well as
private mortgage insurance and flood insurance, if applicable. With some exceptions for lower loan-to-value ratio
loans, borrowers also generally are required to escrow in advance for real estate taxes. We make disbursements for
these items from the escrow account as the obligations become due.




Our Underwriting Department reviews all pertinent information prior to making a credit decision to approve or deny
an application. All recommendations to deny are reviewed by a designated senior officer of the Bank, in addition to
the Underwriting Department, prior to the final disposition of the loan application. Our lending policies generally
limit the maximum loan-to-value ratio on one- to four-family mortgage loans secured by owner-occupied properties
to 100% of the lesser of the appraised value or purchase price of the property. Loans above 80% loan-to-value ratios
are subject to the availability of private mortgage insurance. Coverage is required to reduce our exposure to less than
80% of value.

Our originations of residential mortgage loans amounted to $326.8 million in 2004, $790.7 million in 2003, and
$695.0 million in 2002. A number of our mortgage loan originations have been the result of refinancing of our
existing loans due to the relatively low interest rate levels over the past three years. Total refinancings of our
existing mortgage loans were as follows: ~

Percentage of
mortgage loan
Amount originations
. (Dollars in millions)
Period
Year ended December 31, 2004 $121.8 37.0%
Year ended December 31, 2003 ‘ 381.1 53.1

Year ended December 31, 2002 278.6 40.1

In addition to our standard mortgage products, we have developed mortgage programs designed to specifically
address the credit needs of low- to moderate-income home mortgage applicants and first-time home buyers. Among
the features of the low- to moderate-income home mortgage and first-time home buyer’s programs are lower down
payments, no mortgage insurance, and generally less restrictive requirements for qualification compared to our
traditional one- to four-family mortgage loans. For instance, certain of these programs currently provide for loans
with up to 97% loan-to-value ratios without private mortgage insurance.

Consumer Loans. 'We have been expanding our consumer loan originations because higher yields can be obtained,
there is strong consumer demand for such products, and we have experienced relatively low delinquency and few
losses on such praducts. In addition, we believe that offering consumer loan products helps to expand and create
stronger ties to our existing customer base by increasing the number of customer relationships and providing cross-
marketing opportunities. At December 31, 2004, $477.3 million, or 24.5%, of our gross loan portfolio was in
consumer loans. Consumer Joan products offered within our market areas include home equity loans, home equity
lines of credit, home improvement loans, automobile loans, recreational vehicle loans, marine loans, deposit account
loans, overdraft protection lines of credit, unsecured consumer loans and also to a lesser extent, unsecured consumer
loans through the Visa credit card programs (offered through Elan Financial Services) and federally guaranteed
student loans.

Our focus in consumer lending has been the origination of home equity loans, home improvement loans, home
equity lines of credit and automobile loans. At December 31, 2004, we had $440.8 million or 92.4% of the consumer
loan portfolio in such loans. Underwriting procedures for the home equity and home equity lines of credit loans
include a comprehensive review of the loan application, an acceptable credit rating, verification of the value of the
equity in the home and verification of the borrower’s income. The loan-to-value ratio and the total debt-to-income
ratio are two of the determining factors in the underwriting process. Home equity loan and home improvement loan
originations are developed through the use of diréct mail, cross-sales to existing customers, radio advertisement, and
advertisements in local newspapers.

We make indirect automobile, boat and recreational vehicle loans through applications taken by selected dealers on

application forms approved by us. The applications are delivered to Savings Financial Corporation (“SFC”), a 50%

owned subsidiary of the Bank, for underwriting. If an app]ication is approved, money is funded to the dealer and the
loan becomes a part of the SFC portfolio. The SFC paper is then sold to either of the parent companies of SFC or to
the Bank’s subsidiary First Northern Investments Inc.

We originate both fixed rate and variable rate home equity loans and home improvement loans with combined loan-
to-value ratios to 100%. Pricing on fixed rate home equity and home improvement loans is reviewed by
management, and generally terms are in the three to fifteen year range in order to minimize interest rate risk. During
2004, we originated $121.4 million of fixed rate home equity or home improvement loans; these loans carry a
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weighted average written term of approximately 9.8 years and a fixed rate ranging from 3.99% to 9.99%. During
2003 we originated approximately $163.3 million of fixed rate home equity or home improvement loans, carrying a
weighted average written term of approximately 9.8 years and a fixed rate ranging from 3.25% to 10.25%. We also
offer adjustable rate home equity and home improvement loans. At December 31, 2004, $37.6 million or 12.9% of
our fixed term home equity and home improvement loan portfolio carried an adjustable rate. The adjustable rate
loans have an initial fixed rate for one to three years then adjust annually or monthly depending upon the offering,
with terms of up to twenty years. :

Our home equity credit line loans, which totaled $88.4 million, or 18.5% of total consumer loans at December 31,
2004, are adjustable rate loans secured by a first or second mortgage on owner-occupied one- to four-family
residences primarily located in the state of Wisconsin. Current interest rates on home equity credit lines are tied to
the prime rate, adjust monthly after an initial. interest rate lock period, and range from prime rate to 300 basis points
over the prime rate, depending on the loan-to-value ratio. Home equity line of credit loans are made for terms up to
10 years and require a minimum monthly payment of interest only with a minimum payment of $50 and on home
equity line of credit loans with loan-to-value of 90% or greater require a minimum payment of $50 or 1%2% of the
month end balance. An annual fee is charged on home equity lines of credit.

At December 31, 2004, student loans amounted to $20.5 million, or 4.3% of our consumer Joan portfolio. These
loans are serviced by Great Lakes Higher Education Servicing Corporation.

Multi-family and Commercial Real Estate Loans. At December 31, 2004, our multi-family and commercial real
estate loan portfolio was $357.3 million or 18.3% of our total loans receivable. The multi-family and commercial
real estate loan portfolios consist of fixed rate, ARM and balloon loans originated at prevailing market rates. This
portfolio generally consists of loans secured by apartment buildings, office buildings, warehouses, industrial
buildings and retail centers. These loans typically do not exceed 80% of the lesser of the purchase price or an
appraisal by an appraiser designated by us. Balloon loans generally are amortized on a 15 to 30 year basis with a
typical loan term of 3 to 10 years. :

Loans secured by multi-family and commercial real estate are granted based on the income producing potential of
the property and the financial strength of the borrower, The net operating income, which is the income derived from
the operation of the property or from the business in an owner-occupied property, must be sufficient to cover the
payments relating to the outstanding debt. In most cases, we obtain joint and several personal guarantees from the
principals involved. We generally require an assignment of rents or leases in order to be assured that the cash flow
from the property will be used to repay the debt. Appraisals on properties securing multi-family and larger
commercial real estate loans are performed by independent state certified fee appraisers approved by the board of
directors. Title and hazard insurance are required as well as flood insurance, if applicable. Environmental
assessments are performed on certain multi-family and commercial real estate loans in excess of $1.0 million. In

addition, an annual review is performed by us on non-owner-occupied multi- famlly and commercial real estate loans .
over $1.0 million,

At December 31, 2004, the largest outstanding loan on a multi-family property was $14.2 million on a 113 unit
apartment project (including 12,000 feet of retail space) located in Madison, Wisconsin. At the same date, the largest
outstanding loan on a commercial real estate property was $6.7 million on a retail building located in Kenosha,
Wisconsin. At December 31, 2004, these loans were current and performing in accordance with their terms. These
loans are substantially below the legal lending limit to a single borrower, which was approximately $77.9 million at
December 31, 2004, . . .

Loans secured by multi-family and commercial real estate properties are generally larger and involve a greater
degree of credit risk than one- to four-family residential mortgage loans. Such loans typically involve large balances
to single borrowers or groups of related borrowers. Because payments on loans secured by multi-family and
commercial real estate properties are often dependent on the successful operation or management of the properties,
repayment of such loans may be subject to adverse conditions in the real estate market or the economy. If the cash
flow from the project decreases, or if leases are not obtained or renewed, the borrower’s ability to repay the loan
may be impaired.

Construction and Development Loans. At December 31, 2004, our construction and development mortgage loan
portfolio was $141.4 million, or 7.3% of our total loans receivable. At that date, commercial real estate loans were
$94.3 million or 66.7% and multi-family mortgage loans were $47.1 million or 33.3% of the total construction and
development loans. As a general matter, construction and development loans convert to permanent loans on our
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books. These types of credits carry special repayment risk because if a borrower defaults the construction project
needs to be completed before the full value of the collateral can be realized.

Commercial Business Loans. At December 31, 2004, our commercial business loan portfolio consisted of loans
totaling $70.2 million or 3.6% of our total loans receivable. The commercial loan portfolio consists of loans to
businesses for equipment purchases, working capital lines of credit, debt refinancing, SBA loans and domestic
stand-by letters of credit. Typically, these loans are secured by business assets and personal guarantees. We offer
variable, adjustable and fixed rate loans. Approximately 29.1% of the commercial business loans have an interest
rate adjusted monthly or immediately, with the majority based on the prevailing prime rate. We also have
commercial business loans that have an initial period where interest rates are fixed, generally one to five years, and
thereafter are adjustable based on various indexes. Fixed rate loans are priced at either a margin over the yield on
US Treasury issues with maturities that correspond to the maturities of the notes or to match competitive conditions
and yield requirements. Term Joans are generally amortized over a three to seven year period and line-of-credit
commercial business loans generally have a term of one year, at which point they mature. All borrowers having an
exposure to the Bank of $500,000 or more are reviewed annually. The largest commercial business loan at
December 31, 2004 had an outstanding balance of $25.5 million and was secured by equipment and chattel paper.

Loan Approval Authority

For one- to four-family residential loans intended for sale into the secondary market, the underwriters are authorized
by the board of directors to approve loans processed through the Fannie Mae “Desktop Underwriter” automated
underwriting system up to the Fannie Mae conforming loan limits loan limits ($359,650 for a single family
residential units; higher limits for two-, three-, and four-family units). For one- to eight-family residential loans
intended to be held in the Bank’s portfolio, the underwriters are authorized to approve loans processed through the
Fannie Mae “Desktop Underwriter” automated underwriting system up to $359,650, provided the loan-to-value is
80% or less and the loan meets other specific underwriting criteria. All portfolio loans in excess of $359,650, with a
loan-to-value greater than 80%, or failing to meet other specific underwriting criteria must be approved by a senior
officer.

Consumer loan underwriters have individual approval authority for secured loans ranging from $20,000 to $100,000
provided the loan-to-value on real estate does not exceed 80% or 90% on personal property and that the loan meets
other specific underwriting criteria. All consumer loans in excess of $100,000, with a loan-to-value greater than 80%
on real estate, 90% on personal property, or failing to meet other specific underwriting criteria must be approved by
a senior officer. Consumer loan underwriters have individual approval authority for unsecured loans ranging from
$2,000 to $15,000 provided the loan meets other specific underwriting criteria. All unsecured consumer loans in
excess of $15,000, or not meeting specific underwriting criteria, must be approved by a senior officer.

Individual lenders and senior officers in the investment real estate department have lending authority of $250,000
for multi-family and commercial loan proposals for both existing and proposed construction of investment real
estate properties. Two senior officers together have lending authority of $500,000 for investment real estate loans.
All investment real estate loans over $500,000 require approval of the executive committee of the board of directors.

Individual lenders in the commercial banking department have individual lending authority ranging from $50,000 to
$150,000 for secured commercial business loans. Senior officers have individual lending authority of $250,000 and
two senior officers together have lending authority of $500,000 for secured commercial business loans. All secured
business loans over $500,000 require approval of the executive committee of the board of directors. Individual
lenders in the commercial banking department have individual lending authority ranging from $10,000 to $25,000
for unsecured commercial business loans. Senior officers have individual lending authority of $50,000 and two
senior officers together have lending authority of $150,000 for unsecured commercial business loans. All unsecured
business lbans over '$150,000 require approval of the executive committee of the board of directors.

All loans approved by individuals and senior officers must be ratified by the board of directors at the next meeting
following the approval.
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Asset Quality

One of our key operating objectives has been and continues to be to maintain a high level of asset quality. Through a
variety of strategies, including, but not limited to, borrower workout arrangements and aggressive marketing of .
foreclosed properties and repossessed assets, we have been proactive in addressing problem and non-performing
assets. These strategies, as well as our emphasis on quality loan underwriting, our maintenance of sound credit
standards for new loan originations, annual evaluation of large credits and relatively favorable economic and real
estate market conditions have resulted in historically low delinquency ratios.

Delinquent Loans and Foreclosed Assets. When a borrower fails to make required payments on a loan, we take a
number of steps to induce the borrower to cure the delinquency and restore the loan to a current status. In the case of
one- to four-family mortgage loans, our loan servicing department is responsible for collection procedures from the
15th day of delinquency through the completion of foreclosure. Specific procedures include a late charge notice
being sent at the time a payment is over 15 days past due with a second notice (in the form of a blllmg coupon)
being sent before the payment becomes 30 days past due. Once the account is 30 days past due, we attempt
telephone contact with the borrower. Letters are sent if contact has not been established by the 45th day of
delinquency. On the 60th day of delinquency, attempts at telephone contact continue and stronger letters, including
foreclosure notices, are sent. If telephone contact cannot be made, we send either our property inspector, a quahﬁed
third party inspector, or a loan officer to the property in an effort to contact the borrower.

When contact is made with the borrower, we attempt to obtain full payment or work out a repayment schedule to
avoid foreclosure. All properties are inspected prior to foreclosure approval. Most borrowers pay before the deadline
given and it is not necessary to start a foreclosure action. If it is, action starts when the loan is between the 90th and
120th day of delinquency following review by a senior officer. In conjunction with commencing a foreclosure
action, we perform a property evaluation or in some cases, we do a loan file analysis to determine any potential loss.
If there is a potential loss, an appropriate charge-off is taken to bring the loan balance in line with the value of the
liquidated real estate. Charge-offs are reported to the board of directors. If the loan is deemed to be uncollectible, we
seek the shortest redemption period possible thus waiving our right to collect any deficiency from the borrower. If
we obtain the property at the foreclosure sale, we hold the property as real estate owned. We obtain a market
evaluation of the property to determine that the carrying balance of the owned real estate is consistent with the
market value of the property. Marketing of the property begins immediately following the Bank taking title to the
property. The marketing is usually undertaken by a realtor knowledgeable of the particular market. Mortgage
insurance claims are filed if the Joan had mortgage insurance coverage. It is marketed after a market evaluation is
obtained and any mortgage insurance claims are filed. The collection procedures and guidelines as outlined by
Fannie Mae, Freddie Mac, Veterans Administration (VA), WHEDA, and Guaranteed Rural Housing are followed.

The collection procedures for consumer loans, excluding student loans, indirect consumer loans and credit card
loans, include sending periodic late notices to a borrower once a loan is S to 15 days past due depending upon the
grace period associated with a loan. We attempt to make direct contact with a borrower once a loan becomes 30 days
past due. Supervisory personnel review loans 90 days or more delinquent on a regular basis. If collection activity is
unsuccessful after 90 days, we may pursue legal remedies ourselves or refer the matter to our legal counsel for
further collection effort or charge-off a loan. Loans we deem to be uncollectible, or partially uncollectible are
charged off so that the carrying balance approximates the value of the collateral. Charge-offs of consumer loans
require the approval of a senjor officer and are reported to the board of directors. All student loans are serviced by
the Great Lakes Higher Education Servicing Corporation which guarantees their servicing to comply with all -
Department of Education Guidelines. Our student loan portfolio is guaranteed by the Great Lakes Higher Education
Guaranty Corporation, which is reinsured by the U.S. Department of Education. Credit card loans are serv1ced by
Elan Financial Services.

The collection procedures for multi-family, commercial real estate and commercial business loans include sending
periodic late notices to a borrower once a loan is past due. We attempt to make direct contact with a borrower once a
loan becomes 15 days past due. Our managers of the multi-family and commercial real estate loan areas review
loans 10 days or more delinquent on a regular basis. If collection activity is unsuccessful, we may refer the matter to
our tegal counsel for further collection effort. Within 90 days, loans we deem to be uncollectible are proposed for
repossession or foreclosure and partial or full charge-offs are taken to bring the loan balance in line with the
expected collectibility of the loans. This Jegal action requires the approval of our board of dlrectors and charge offs’
are reported to the board.
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Our policies require that management continuously monitor the status of the loan portfolio and report to the board of
directors on a monthly basis. These reports include information on delinquent loans and foreclosed real estate.

The following table p>resents information regarding non-accrual mortgage, consumer loans, commercial business
loans, accruing loans delinquent 90 days or more, and foreclosed properties and repossessed assets as of the dates
indicated.

At December 31,
2004 2003 2002 2001 2000
Non-accrual mortgage loans $1,485 $ 2,894 $1,399 $1,814 3730
Non-accrual consumer loans 619 961 527 444 383
Non-accrual commercial business loans 3,579 5,433 5,357 346 750
Accruing loans delinquent 90 days or more 586 1,084 1,108 936 1,258
Total non-performing loans 6,269 10,372 8,391 3,540 3,121
Foreclosed properties, real estate owned and
repossessed assets, net 1,621 630 750 383 2,281
Total non-performing assets $7.890 $11,002 $9,141 $3,923 $5,402
Non-performing loans to total loans 0.33% 0.61% 0.50% 0.19% 0.16%
Non-performing assets to total assets 0.23% 0.35% 0.32% 0.14% 0.19%
Interest income that would have been recognized
if non-accrual loans had been current $831 $384 $375 $139 577

There were no significant loans, which were considered to be impaired as defined in Statement of Financial
Accounting Standards (“SFAS”) No. 114 at December 31, 2002, 2001 or 2000. At December 31, 2004, there were
loans totaling $8.7 million that are considered to be impaired as compared to $17.0 million at December 31, 2003.
.The average impaired loans for the year ended December 31, 2004 was $8.7 million and the interest received and
recognized on the impaired loans was $29,073.

There are no restructured loans at the dates presented.

Total non-performing loans decreased as of December 31, 2004, as compared to December 31, 2003, primarily as a
result of a decrease in non-accrual mortgage and commercial business loans. The decrease resulted primarily from
the transfer of $3.1 million of commercial non-performing loans to real estate owned and $1.3 million of mortgage
loans to foreclosure. Total non-performing loans increased as of December 31, 2003, as compared to December 31,
2002, primarily as a result of an increase in non-accrual business loans. Of the increase during 2002, $3.2 million
related to a single commercial business borrower with the remaining portion of the increase a result of the general
decline in economic conditions affecting the borrower’s cash flow. We believe non-performing loans and assets,
expressed as a percentage of tota! loans and assets, are below national averages for financial institutions, due in part
to our loan underwriting standards.

The ultimate results with these and other commercial loans will depend on the success of the related business or
projects, economic performance and other factors affecting loans and borrowers.

With the exception of mortgage loans insured or guaranteed by the FHA, VA, Guaranteed Rural Housing and
student loans, we stop accruing income on loans when interest or principal payments are greater than 90 days in
arrears or earlier when the timely collectibility of such interest or principal is doubtful. We designate loans on which
we stop accruing income as non-accrual loans and generally, we reverse outstanding interest that we previously -
credited to income. We may recognize income in the period that we collect it when the ultimate collectibility of
principal is no longer in doubt. We return a non-accrual loan to accrual status when factors indicating doubtful
collection no longer exist. We had $5.7 million, $9.3 million and $7.3 million of non-accrual loans at December 31,
2004, 2003 and 2002, respectively. Interest income that would have been recognized had such loans been
performing in accordance with their contractual terms totaled approximately $831,000, $384,000 and $375,000 for
the years ended December 31, 2004, 2003 and 2002, respectively. A total of approximately $83,000, $381,000 and
$499,000 of interest income was actually recorded on such loans in 2004, 2003 and 2002, respectively.

All commercial business and commercial real estate loans which are greater than 90 days past due are considered to

be potentially impaired. In addition, we may declare a loan impaired prior to a loan being 90 days past due, if we
determine there is a-question as to the collectibility of principal. Impaired loans are individually assessed to
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determine whether a loan’s carrying value is in excess of the fair value of the collateral or the present value of the
loan’s cash flows discounted at the loan’s effective interest rate and if the carrying value is in excess, a loan loss
allowance will be established.

Foreclosed real estate consists of property we acquired through foreclosure or deed in lieu of foreclosure.

Foreclosed properties increased in 2004 as compared to 2003 primarily as a result of the transfer of non—performmg
commercial loans and mortgage loans to foreclosed properties, real estate owned or repossessed assets. During the
year, we transferred $4.4 million of these loans. Foreclosed real estate properties are initially recorded at the lower
of the recorded investment in the loan or fair value. Thereafter, we carry foreclosed real estate at fair value less
estimated selling costs. Foreclosed real estate is inspected periodically. Additional outside appraisals are obtained as
deemed necessary. Additional write-downs may occur if the property. value deteriorates. These additional write-
downs are charged directly to current operations.

Charge-offs. The Company will charge off a loan when the fair market value of the underlying collateral or
anticipated cash flow discounted at the contract rate, is less than the loan amount. Charge-offs of commercial ]oans
increased in 2004 as compared to 2003 primarily as a result of one large commercial loan.

Allowance for Loan Losses. The following table presents the activity in our allowance for loan Josses at or for the
periods indicated.

At or for the Years Ended December 31,

2004 2003 2002 2001 2000
, (Dollars in thousands)
Balance at beginning of period $13,771 ~ $12,743 $12,245 - $12,238 $6,948
Provision for loan losses - 1,330 1,304 760 723 423
Purchase of First Northern _ — —_ — 5,028
Charge-offs: -
Mortgage loans (64) 67) (14) (65) (38)
Consumer loans - " (373) 415) ©(428) (337) (156)
Commercial business loans’ (816) 19 (39) (415) —
Total charge-offs (1,253) (501) (481) ©(817) (194)
Recoveries: : ‘
Mortgage loans 9 113 - 66 26 1
Consumer loans : 66 107 - 40 57 32
Commercial business loans — 5 113 18 —
Total recoveries 75 225 219 101 33
Net (charge-offs) recoveries (1,178) (276) (262) (716) (161)
Balance at end of period $13,923 $13,771 $12,743 $12,245 $12,238
Net charge-offs to average loans (0.07%) (0.02%) (0.01%) . (0.04%) 0.01%) "
Allowance for loan losses to total . ,
loans 0.74% 0.80% 0.76% 0.67% ' 0.62%
Allowance for loan losses tor non- ‘ _ ‘
performing loans . 22209%  132.77% 151.87%  345.90%  392.12%

The allowance for loan losses has been determined in accordance with generally accepted accounting principles. We
are responsible for the timely and periodic determination of the amount of the allowance required. We believe that
our allowance for loan losses is adequate to cover specifically identifiable loan losses, as well as estimated losses
inherent in our portfolio for which certain losses are probable but not specifically identifiable.

Loan loss allowances are reviewed monthly. General allowances are maintained by the following categories for
performing loans to provide for unidentified inherent losses in the portfolios:

¢ One- to four-family
* Consumer

¢ Multi-family and commercial real estate
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¢ Commercial business

Various factors are taken into consideration in establishing the loan loss allowance including: historical loss
experience, economic factors, loans without escrow accounts and other factors, that, in management’s judgment
would affect the collectibility of the portfolio as of the evaluation date. Adjustments to the allowance for loan losses
are charged against operations as provision for loan losses.

The appropriateness of the allowance is reviewed by senior management based upon its evaluation of then-existing
economic and business conditions affecting the key lending areas of the Bank. Other outside factors such as credit
quality trends, collateral values, loan volumes and concentrations, specific industry conditions within pertfolio
segments and recent loss experience in particular segments of the portfolio that existed as of the balance sheet date
and the impact that such conditions were believed to have had on the collectibility of the loan are also considered.

Non-performing and Delinquent Loans. One- to four-family loans delinquent more than 90 days, multi-family and
commercial real estate loans delinquent more than 30 days, consumer loans delinquent more than 90 days and
commercial business loans delinquent more than 30 days are reviewed and analyzed by senior officers on an
individual basis. Any loss is charged against the allowance by establishing a corresponding specific allowance for
that loan from the general allowance. In such an event, the loan is then reduced by the amount of the specific
allowance and a corresponding amount is charged off to the allowance for losses on loans.

By following careful underwriting guidelines, we have historically maintained low levels of non-performing loans to
total loans. Our ratio of non-performing loans to total loans at December 31, 2000 was 0.16%, after which it
increased somewhat. At December 31, 2004, the ratio was 0.33%. This recent decrease as compared to December
31, 2003 and 2002 was the result of decreased delinquencies on the entire loan portfolio and the foreclosure or
acquisition of the collateral by the Bank and subsequent liquidation of a large commercial loan. At December 31,
2004, the recorded investment in loans that are considered to be impaired under SFAS No. 114 was $8.7 million.

We believe the primary risks inherent in our portfolio are possible increases in interest rates, a possible weak
economy, generally, and a possible decline in real estate market values. Any one or a combination of these events
may adversely affect our loan portfolio resulting in increased delinquencies and loan losses. Accordingly, and
because of the increased dollar amount of consumer loans and composition of the loan portfolio, we have taken steps
to increase our level of loan loss allowances over the last 5 years. At December 31, 2004, the allowance for loan
losses as a percentage of total loans was 0.74% compared with 0.62% at December 31, 2000. Furthermore, the
increase in the allowance for loan losses each year from 2000 to 2004 reflects our strategy of providing allowances
for inherent losses in the portfolio, identifying potential losses in a timely manner, and providing an allowance to
reflect changes in the components of the portfolio during that period. ‘

Although we have established and maintained the allowance for loan losses at an amount that reflects management’s
best estimate of the amount necessary to provide for probable and estimable losses on loans, future additions may be
necessary if economic and other conditions in the future differ substantially from the current operating environment
and as the loan portfolio grows and its composition changes. In addition, various regulatory agencies, as an integral
part of their examination process, periodically review our loan and foreclosed real estate portfolios and the related
allowance for loan losses and valuation allowance for foreclosed real estate. One or more of these agencies,
specifically the OTS or the Federal Deposit Insurance Corporation (“FDIC”), may require us to increase the
allowance for loan losses or the valuation allowance for foreclosed real estate based on their judgments of
information avallable to them at the time of their examination, thereby adversely affecting our results of operauons
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See “Management’s Discussion and Analysis of Financial Condition and Results of Cperations—Comparison of
Operating Results for the Years Ended December 31, 2004 and 2003—Provision for Loan Losses.” The followmg
table represents our allocation of allowance for loan losses by loan category on the dates indicated:

At December 31,
2004 2003 2002 2001 2000
Percentage Percentage Percentage Percentage Percentage
of Loans of Loans of Loans of Loans of Loans
in Category * in Category in Category in Category in Category
to Total to Total to Total to Total to Total
Loan Category Amount Loans Amount Loans Amount Loans Amount Loans Amount Loans
Mortgage icans
One- to four-family $ 2488 - 46.34% $ 4,001 44.69% $4,701 47.37% $5,608 52.46%  $6,279 59.56%
Other 3,222 25.58 3,150 25.70 3,160 24.40 2,875 2236 2,173 15.72
Total mortgage loans 5,710 71.92 7,151 70.39 7,861 71.77 8,483  74.82 8,452 75.28
Home equity lines 663 4.54 481 443 496 445 490 4.04 519 3.97
Consumer 2,929 19.94 2,398 20.95 2,380 20.28 2,320 17.92 2,483 17.80
Commercial business Joans' 4,416 " 3,60 3,741 423 1,507 3.50 952 3,22 784 2.95
Unallocated 205 - - - 499 0.00 - 0.00 - 0.00
Total allowance for loan
losses $13,923 100.00% $13,771 100.00% $12,743 100.00% $12,245 100.00% $12,238 100.00%

Investment Activities

Investment Securities. The Bank’s board of directors reviews and approves its investment policy on an annual
basis. Senior officers, as authorized by the board of directors, implement this policy. The board of directors reviews
investrnent activity on a monthly basis. :

Our investment objectives are to meet liquidity requirements, generate a favorable return on investments without
undue compromise to our other business objectives and our levels of interest rate risk, credit risk and investment
portfolio concentrations. Federally chartered savings banks have a